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THE  EFFECT  OF  FEDERAL  CONTRACT 
BUNDLING  ON  SMALL  BUSINESS 


TUESDAY,  JULY  13,  1993 

House  of  Representatives, 
Subcommittee  on  Procurement, 

Taxation,  and  Tourism, 
Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:02  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  James  H.  Bilbray 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Bilbray.  The  meeting  will  come  to  order. 

Today,  the  subcommittee  continues  to  investigate  the  contract 
bundling  practice  of  the  Federal  Government  and  the  damage  that 
it  is  causing  to  the  small  business  contracting  community.  The  sub- 
committee was  particularly  disappointed  that  the  report  which  was 
presented  by  the  SBA  was  severely  lacking  in  tangible  facts  to  the 
bundling  problem.  Unfortunately,  its  main  conclusion  was  that 
more  study  was  needed  in  order  to  determine  the  scope  of  the  prob- 
lem. 

This  subcommittee  not  only  has  long  accepted  the  fact  that  there 
is  a  problem,  but  it  believes  action,  not  further  study,  is  warranted. 
To  this  end,  the  subcommittee  has  taken  a  number  of  initiatives. 
Today,  for  those  who  choose  to  question  the  validity  for  the  exist- 
ence of  bundling  problems,  we  will  receive  testimony  from  a 
number  of  small  business  people  who  will  provide  us  with  details 
and  the  reality  of  how  this  practice  is  affecting  small  businesses. 

Second,  the  subcommittee  will  seek  statutory  and  report  lan- 
guage in  the  DOD  authorization  bill  that  would  demand  the  DOD 
and  the  GAO  collect  and  present  to  this  committee  and  to  the  Com- 
mittee on  Armed  Services  hard  numbers  and  data  on  the  effect  this 
practice  is  having  on  small  businesses. 

This  subcommittee  is  firmly  committed  to  the  current,  Govern- 
ment-wide efforts  to  reform,  streamline,  and  modernize  the  way 
Government  contracts.  However,  we  stand  firmly  opposed  to  efforts 
that  will  undermine  the  participation  of  small  businesses  or  ex- 
clude them  in  any  way.  If  these  reforms  are  to  be  successful.  Gov- 
ernment contracting  personnel  must  realize  that  bundling  is  not  an 
acceptable  practice. 

I  welcome  the  witnesses  here  today  and  the  participation  and  as- 
sistance that  so  many  members  of  this  committee  have  given  the 
subcommittee.  I  look  forward  to  the  testimony  and  the  comments 
that  we  receive  today. 

(1) 


[Chairman  Bilbray's  statement  may  be  found  in  the  appendix.] 
Chairman  Bilbray.  I  would  like  now  to  give  the  opportunity  to 
make  introductory  remarks  to  members  of  the  subcommittee  and 
also  those  other  members  who  have  joined  us  today. 

Mr^  Lancaster.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
calling  this  series  of  hearings. 

As  you  know,  I  was  one  of  the  members  of  this  committee  who 
requested  that  these  hearings  be  conducted  because  of  the  number 
of  small  business  complaints  that  I  have  received  in  my  office  over 
the  last  few  years  as  DOD  and,  in  particular,  the  Army  has  begun, 
and  continued  with  accelerated  speed,  to  bundle  into  large  con- 
tracts what  previously  were  small  business  contracts  of  various 
kinds,  not  only  in  the  service  contracting  field,  but  even  in  the  field 
of  material  and  weapons  procurement. 

My  observation  of  this  practice  has  alarmed  me,  and  I  believe 
that  it  is  appropriate  that  this  committee  call  attention  to  prob- 
lems that  we  see,  and,  if  necessary,  that  we  propose  legislation  to 
deal  with  it.  I  think  it  is  appropriate  that  a  number  of  members  of 
this  Small  Business  Committee  are  on  the  Armed  Services  Commit- 
tee, which  gives  us,  I  believe,  an  opportunity  to  work  together  to 
address  these  problems. 

I  am  very  pleased  that  a  constituent  and  a  former  constituent  ot 
mine  are  among  the  witnesses  who  will  be  testifying  today,  with 
whom  I  have  worked  closely  on  these  problems  the  past.  I  hope,  as 
a  part  of  the  series,  having  heard  from  small  businesses  and  others 
with  expertise  in  the  area,  that  we  will  bring  before  this  panel 
DOD  officials  who  are  responsible  for  this  practice,  so  that  we 
might  further  question  them  on  the  practice,  obtain  their  justifica- 
tion for  it,  and  be  given  the  opportunity  to  closely  examine  them 
before  this  committee.  Thank  you  for  allowing  me  to  participate 
today.  .  _ 

Chairman  Bilbray.  At  this  time  we  have  five  witnesses.  Dr. 
Walter  Rosen,  Material  Sciences  Corp.  from  Ft.  Washington,  Penn- 
sylvania; Mr.  Dave  McQueary,  Continental  Maritime  of  San  Diego, 
San  Diego,  California— my  daughter  is  a  student  at  the  University 
of  San  Diego.  I  love  your  city.  Garey  Wallace,  president,  NTS  Com- 
munications, Lubbock,  Texas;  Ronald  Draughon,  president,  Dragon 
Services,  Dunn,  North  Carolina;  and  Kenneth  Gore,  manager  of 
government  contracts.  North  Carolina  Hydraulics  in  Beaulaville, 
North  Carolina.  -.u  r» 

Chairman  Bilbray.  I  think  at  this  time  we  will  start  with  Dr. 

Rosen. 

One  second,  if  we  could.  I  didn't  notice  that  one  of  our  other 
members  is  here,  Ms.  Margolies-Mezvinsky. 

Did  you  wish  to  make  an  opening  statement? 

Ms.  Margolies-Mezvinsky.  I  did,  if  you  don't  mind. 

Chairman  Bilbray.  Welcome. 

Ms.  Margolies-Mezvinsky.  Thank  you,  Mr.  Chair,  for  holding 
this  important  hearing  on  the  problem  small  businesses  are  haying 
obtaining  valuable  Government  contracts.  While  this  committee 
has  already  received  statistical  data  related  to  this  problem,  it  will 
prove  invaluable  to  hear  anecdotal  evidence  from  small  business 


owners  who  are  directly  affected  by  Government  procurement  prac- 
tices. 

I  am  pleased  to  introduce  to  the  subcommittee  Dr.  Walter  Rosen, 
whose  company,  Material  Sciences  Corp.,  is  located  in  my  district. 

In  March,  when  Dr.  Rosen  approached  me  with  his  criticisms  re- 
garding Government  contract  procedures,  I  knew  that  he  could  not 
possibly  be  alone  in  his  desire  to  see  the  process  changed.  Since 
that  time,  I  have  held  a  number  of  small  business  conferences  in 
my  district,  including  one  this  past  week  in  Ambler,  Pennsylvania. 

Many  small  business  owners  who  attended  these  meetings  have 
echoed  Dr.  Rosen's  frustrations,  complaining  that  they  are  unable 
to  compete  effectively  for  Government  contracts.  While  their  bids 
were  competitive,  they  said  they  found  that  many  larger  companies 
were  engaged  in  cost-shifting  from  one  division  to  another,  thus  en- 
abling them  to  lower  their  bids  on  Government  projects,  something 
a  small  business  certainly  can't  do.  Moreover,  they  stated  that  the 
current  Government  practice  of  bundling  contracts  effectively 
shuts  their  small  businesses  out  of  the  bidding  process. 

While  our  Government  has  a  responsibility  to  save  the  taxpayers 
money  by  using  the  most  efficient  methods  of  bidding  out  Govern- 
ment contracts,  it  also  has  an  obligation  to  make  sure  that  every 
business  is  included  in  the  system.  If  small  businesses  can  perform 
the  separate  parts  of  a  bundled  contract  for  less  money  in  the  ag- 
gregate, then  should  they  not  be  allowed  to  bid  for  them  as  sepa- 
rate contracts? 

Dr.  Rosen's  testimony  today  will  no  doubt  shed  light  on  the  diffi- 
culties small  businesses  are  having  winning  Government  contracts 
and  will  present  some  possible  solutions  to  the  problem. 

I  am  pleased  by  the  subcommittee's  work  in  this  area,  and  I  look 
forward  to  receiving  their  recommendations  for  altering  the  cur- 
rent Government  procurement  process.  I  know  the  small  businesses 
in  my  district  eagerly  await  these  recommendations,  as  well. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Bilbray.  Thank  you. 

Mr.  Skelton  has  arrived. 

Do  you  have  an  opening  statement? 

Mr.  Skelton.  No;  thank  you. 

Chairman  Bilbray.  All  right,  fine.  We  will  go  back  and  start 
with  Dr.  Rosen.  We  would  like  to  hear  your  testimony. 

TESTIMONY  OF  B.  WALTER  ROSEN,  PRESIDENT,  MATERIAL 
SCIENCES  CORP. 

Dr.  Rosen.  Thank  you. 

Good  morning.  I  am  B.  Walter  Rosen.  I  am  the  founder  and 
president  of  the  Materials  Sciences  Corp.  in  Ft.  Washington.  I  want 
to  thank  the  subcommittee  for  this  opportunity  and  particularly, 
my  Representative  in  Congress,  Ms.  Marjorie  Margolies-Mezvinsky, 
for  helping  to  make  this  possible.  MSC  is  a  small,  high-technology 
business  engaged  in  the  development  and  application  of  methods 
for  the  design  and  analysis  of  advanced  composite  materials  and 
structures.  The  technology  of  these  materials  appears  on  most  lists 
of  technologies  critical  for  the  future  health  of  our  Nation's  indus- 
tries. 


Methods  and  software  developed  by  us  over  our  23  years  in  busi- 
ness are  used  throughout  the  aerospace  industry  and  increasingly 
in  such  fields  as  transportation,  recreation,  and  power  generation. 
These  methods  contribute  directly  to  job  growth. 

I  am  here  today  to  describe  how  several  changing  procurement 
practices  have  greatly  increased  the  difficulties  my  company  en- 
counters in  trying  to  obtain  Government  contract  awards  in  the 
area  of  our  internationally  recognized,  technical  expertise. 

The  principal  issue  is  bundling  of  contracts.  Related  to  this  are 
the  increasing  requirements  for  cost-sharing  in  Government  R&D 
contracts.  Time  permitting,  I  also  wish  to  mention  a  problem  con- 
cerning contract  forms  used  by  the  Government,  but  which  are  not 
generally  available  to  small  business. 

The  two  major  effects  of  contract  bundling  upon  our  business 
are:  One,  the  very  substantial  increase  in  our  marketing  costs;  and 
two,  the  reduction  in  the  probability  of  success  in  attaining  a  con- 
tract award.  Costs  increase  because  we  must  deal  with  both  the 
contracting  Government  agency  and  as  many  of  the  key  potential 
prime  contractors  as  we  can  identify. 

Our  bidding  success  rate  declines  because  it  is  not  enough  to  con- 
vince the  Government  agency  that  our  proposed  program  should  be 
funded.  We  must  also  convince  the  winning  prime  contractor, 
whose  identity  is  unknown  until  the  contract  award. 

I  would  like  to  illustrate  these  problems  by  outlining  two  actual 
experiences.  Full  details  of  these  are  included  in  my  written  testi- 
mony, which  I  have  submitted. 

In  my  first  example,  technical  discussions  originated  with  a  Gov- 
ernment agency  in  mid-1990.  Because  of  bundling,  today,  after  3 
years,  we  still  do  not  have  a  contract,  despite  strong  interest  by  all 
parties  involved. 

After  receiving  an  initial  positive  response  from  the  agency  rep- 
resentative, we  were  referred  to  potential  primes  to  participate  in  a 
bundled  contract.  We  approached  four  prime  contractors.  We  were 
accepted  onto  the  teams  of  three  large  aerospace  companies.  We 
wrote  three  proposals.  We  attended  three  major  technical  confer- 
ences. 

Last  month,  two  task-order  contracts  were  awarded  to  two  of  the 
three  teams  which  we  were  part  of.  However,  appropriate  tasks 
have  not  yet  been  funded.  At  this  point,  we  have  only  our  high 
marketing  costs,  no  income. 

My  second  example  has  similar  elements  to  the  first.  Namely, 
marketing  to  two  primes  that  had  formed  the  successful  consorti- 
um and  won  the  contract,  and  also  marketing  to  the  Government 
agency;  also,  attending  two  technical  conferences  to  maintain  con- 
tacts with  all  these  people.  However,  in  this  example,  we  see  the 
effect  of  conflict  between  the  desire  by  the  primes  to  keep  funding 
in  house  versus  the  need  to  go  outside  for  specialized  expertise. 

Here,  after  a  2-year  marketing  effort,  we  were  awarded  a  con- 
tract for  approximately  10  percent  of  our  proposed  program,  and 
we  were  then  subjected  to  pressure  to  cost-share  as  much  as  15  per- 
cent of  that  award.  In  both  of  these  cases,  the  opportunity  for  MSC 
to  make  a  productive  contribution  to  the  Government  agency's 
needs  would  have  been  enhanced  greatly  by  a  direct  contracting 


interface  between  MSC  and  the  agency  and  cost  to  the  Government 
would  have  been  reduced. 

Bundling  of  major  R&D  program  contracts  is  a  relatively  new 
and  troublesome  trend  which  results  in  a  reduction  in  participation 
by  small  business.  If  the  inefficiencies  of  the  Government  procure- 
ment process  or  other  national  needs  make  bundling  unavoidable, 
then  I  recommend  that  your  committee  consider  a  mandatory 
small  business  minimum  target  percentage  within  each  discrete 
bundled  contract. 

The  second  issue,  cost-sharing,  is  generally  encountered  by  us 
within  the  framework  of  teams  or  consortia.  Many  current  procure- 
ments, including  the  newly  emphasized,  dual-use,  technology  pro- 
grams, require  substantial  cost-sharing  by  the  participants.  For  an 
R&D  service  business  like  ours,  the  lack  of  a  repetitive  product  pre- 
cludes most,  if  not  all,  of  the  opportunity  to  recoup  the  investment 
represented  by  cost-sharing.  This  situation,  our  inability  to  cost- 
share  significantly,  makes  us  seem  to  be  a  less  desirable  team 
member  in  the  eyes  of  the  prime  contractor. 

I  advocate  that  your  committee  consider  a  waiver  of  cost-sharing 
requirements  for  small  service  businesses  participating  in  bundled 
contract  procurements. 

My  final  issue  deals  with  the  case  in  which  contract  procedures 
for  small  business  are  actually  more  complex  than  alternate  proce- 
dures for  other  entities.  Government  technical  program  managers 
may  procure  outside  R&D  services  to  support  their  program  by  is- 
suing a  grant  to  a  university  researcher,  or  by  engaging  a  scientist 
on-site  through  an  existing,  nonpersonal  services  contract,  or  by  en- 
gaging a  scientist  at  a  large  corporation  through  an  existing  task 
order  contract.  Given  these  options,  choosing  a  competitive  pro- 
curement in  order  to  obtain  the  services  of  a  small  business  such  as 
MSC  becomes  a  bureaucratic  and  undesirable  choice  regardless  of 
the  qualifications  of  the  small  business. 

Here,  I  recommend  that  your  committee  consider  applying 
streamlined  procedures,  such  as  those  used  in  awarding  research 
grants  to  universities,  to  the  case  of  R&D  contract  awards  for  small 
technology  businesses. 

I  greatly  appreciate  your  interest  in  my  concerns.  I  thank  you 
for  this  opportunity.  I  would  be  delighted  to  answer  any  questions, 
and  I  would  certainly  work  with  the  committee  in  any  way  possi- 
ble. 

[Dr.  Rosen's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Following  our  formal  procedure,  we  will  go 
through  all  the  witnesses,  and  then  the  committee  will  start  the 
questioning  session,  so  that  anybody  who  has  to  leave  early  will 
certainly  have  the  opportunity  to  hear  all  of  the  testimony. 

Mr.  McQueary. 

TESTIMONY  OF  DAVID  H.  McQUEARY,  VICE  PRESIDENT/GENER- 
AL MANAGER,  CONTINENTAL  MARITIME  OF  SAN  DIEGO,  INC. 

Mr.  McQueary.  Good  morning,  Mr.  Chairman,  Honorable  mem- 
bers of  the  committee.  I  want  to  thank  you  for  the  opportunity  to 
participate  in  your  review  of  procurement  bundling. 


6 

My  name  is  Dave  McQueary.  I  am  the  vice  president  and  general 
manager  of  Continental  Maritime  of  San  Diego.  We  are  a  small 
business  shipyard  providing  a  full  range  of  ship  repair  services  to 
the  Department  of  the  Navy  through  the  Naval  Sea  Systems  Com- 
mand and  its  local  procurement  branch,  SUPSHIP  San  Diego.  Con- 
tinental is  one  of  the  eight  ship  repair  companies  in  San  Diego. 
Five  are  small  businesses,  including  two  which  are  minority  owned 
and  operated.  We  believe  bundling  to  be  a  major  impediment  to  the 
small  business  shipyards. 

Prior  to  1979,  repair  work  was  procured  "one  ship  at  a  time."  In 
1979,  the  Navy  initiated  the  Phased  Maintenance  Program  to  test 
commercial  maintenance  practices.  The  agency  has  begun  bundling 
up  to  five  ships  into  contracts  with  durations  of  5  years.  The  pro- 
gram has  grown  to  over  150  ships  nationwide,  and  is  expected  to 
expand.  Phased  Maintenance  bundling  has  radically  decreased  the 
number  of  single  ship  bids  available  to  small  business.  Bundling 
concentrates  large  numbers  of  ships  in  a  few  large  business  ship- 
yards. As  experienced  incumbents,  these  large  businesses  are  as- 
sured of  follow-on  contracts  in  virtual  perpetuity.  For  all  intents 
and  purposes,  bundling  is  a  set-aside  for  large  business. 

Small  business  procurement  participation  is  hindered  by  three 
major  elements:  Phased  maintenance  bundling,  its  reliance  on 
formal  source  selection  procurement,  and  the  Small  Business  Com- 
petitiveness Demonstration  Program. 

Bundling  increases  the  potential  for  one  or  more  elements  within 
a  work  package  to  render  small  business  bidders  nonresponsive.  A 
single  requirement  constituting  only  a  small  portion  of  the  overall 
work  may  render  small  business  nonresponsive. 

NAVSEA  solicits  Phased  Maintenance  using  the  request  for  pro- 
posal procurement  method.  A  fully  qualified  shipyard,  currently 
performing  complex  work  requirements  on  a  succession  of  single 
bid  ships,  is  required  to  rhetorically  demonstrate  how  it  would  ac- 
complish the  same  work  on  a  multiple  succession  of  the  same  ships. 
Phased  maintenance  work  requirements  are  no  different  than  the 
repetitive  jobs  accomplished  on  a  single  ship  basis. 

We  believe  the  RFP  process,  incorporating  subjective  technical 
evaluation,  to  be  redundant  and  wasteful.  Each  RFP,  for  all  intents 
and  purposes,  repeats  the  master  ship  repair  contract  qualification 
process.  Moreover,  proposal  evaluation  incorporates  such  broad  dis- 
cretion on  the  part  of  the  agency  that  the  process  appears  to  be 
biased. 

The  anti-small  business  effect  of  phased  maintenance  and  formal 
source  selection  were  reinforced  in  1988  by  Title  VII  of  Public  Law 
100-656,  the  Business  Opportunity  Development  Reform  Act.  The 
act  established  the  Small  Business  Competitiveness  Demonstration 
Program,  which  eliminated  small  business  set-asides  in  four  indus- 
tries, including  ship  repair.  We  believe  ship  repair  should  not  have 
been  designated  for  the  program. 

No  objective  basis  was  ever  established  for  incorporating  ship 
repair.  Ship  repair  did  not  conform  to  the  program  selection  crite- 
ria. The  reports  also  failed  to  establish  a  true  distribution  of  Feder- 
al contract  awards  between  large  and  small  business.  It  also  failed 
to  segregate  Federal  contract  awards  in  ship  repair  between  the 
east  and  the  west  coasts,  as  required  by  the  program. 


The  combined  effects  of  these  three  elements  have  restricted 
small  business  ship  repair  opportunities.  Existing  regulations  cur- 
rently allow  agencies  to  knowingly  bundle  procurements  which  ex- 
clude small  business.  Existing  policies  allow  agencies  to  restrictive- 
ly  interpret  Federal  regulations  and  willfully  disregard  the  intent 
of  Congress  regarding  small  business  participation  in  the  Federal 
procurement  process.  As  a  direct  result  of  these  three  elements,  ap- 
proximately $322  million  in  cost-reimbursable  contracts  were  set 
aside  for  two  large  business  shipyards  in  San  Diego  between  1988 
and  1992. 

We  believe  Congress  to  be  our  only  hope  to  regenerate  an  atmos- 
phere of  trust  and  confidence  in  the  Federal  procurement  system. 
We,  therefore,  entreat  this  committee  to  enact  legislation  which 
will  accomplish  the  following: 

Restrain  agencies  from  establishing  procurement  requirements 
which  knowingly  exclude  small  business;  remove  procurement  loop- 
holes which  allow  agencies  to  use  costly,  subjective,  and  redundant 
procurement  methods;  restore  fairness  and  equity  to  the  Govern- 
ment's procurement  system  by  reinstating  the  historical  preference 
for  sealed  bidding  where  appropriate;  require  agencies  to  proactive- 
ly  promote  and  support  small  business  procurement  participation; 
and,  last  but  not  least,  remove  nonnuclear  surface  ship  repair  from 
the  Small  Business  Competitiveness  Demonstration  Program. 

Thank  you  again  for  allowing  me  to  appear  in  these  proceedings. 

[Mr.  McQueary's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Thank  you,  Mr.  McQueary.  If  there  is  no  ob- 
jection, all  your  statements  will  be  put  into  the  record  in  their  en- 
tirety. Even  though  you  do  summarize  in  some  cases,  we  will  put 
the  entire  testimony  in  for  future  review  and  for  the  staff. 

Mr.  Wallace. 

TESTIMONY  OF  GAREY  M.  WALLACE,  FOUNDER  AND  PRESIDENT, 
NTS  COMMUNICATIONS 

Mr.  Wallace.  Yes;  I  am  Garey  Wallace,  president  of  NTS  Com- 
munications in  Lubbock,  Texas.  Mr.  Chairman,  members  of  the 
committee,  I  appreciate  this  opportunity  to  come  before  you  this 
morning  and  relate  to  you  some  of  the  horror  stories,  you  might 
say,  that  we  have  in  dealing  with  the  Federal  Government  in  the 
procurement  process. 

I  trust  you  have  copies  of  my  written  testimony.  I  will  digress 
somewhat  from  that  and  explain  a  little  bit  about  my  company, 
what  we  do  in  Federal  Government  contracts,  and  some  of  our 
needs  and  concerns  in  this  overall  process. 

As  the  testimony  here  states,  we  are  a  small  interexchange  tele- 
phone company,  primarily  doing  business  in  west  Texas,  New 
Mexico,  and  Oklahoma.  We  do  have  national  contracts  with  the 
Federal  Government,  providing  various  services.  Primarily,  we  pro- 
vide a  very  large  contract  award  with  the  FAA  out  of  the  Albu- 
querque Regional  Air  Traffic  Control  Center. 

Some  4  years  ago,  the  Defense  Department  went  into  a  procedure 
with  the  20  Air  Route  Traffic  Control  Centers  around  the  country 
to  bid  those  individual  centers  collectively — or  individually,  I  would 
say— and  NTS  entered  into  the  bid  process  at  that  time.  In  that  bid 


process,  we  won  an  award  at  the  Albuquerque  ARTCC  center.  We 
won  that  award  over  such  competitors  as  AT&T,  MCI,  and  Sprint 
at  the  time.  The  total  dollar  value  of  the  contract  was  some  $7.5 
million,  we  believe,  over  a  5-year-plus  period.  We  are  currently  into 
about  the  fourth  year  of  that  contract. 

Because  of  bundling  on  a  large  national  basis  in  the  LINGS  con- 
tract, that  I  am  sure  you  are  familiar  with,  that  contract  is  being 
pulled  away  from  us.  What  does  that  mean  to  NTS  communica- 
tions? Have  we  performed  on  that  contract? 

What  it  means  currently  is  we  have  some  $100,000  a  month  in 
Federal  Government  business;  that  LINGS  contract  that  we  have 
with  the  Albuquerque  center  provides  about  $90,000  a  month  in 
that  contract.  So,  in  effect,  in  bundling  the  LINGS  contract,  we,  in 
effect,  lose  90-plus  percent  of  our  Government  business. 

Now,  Government  business  naturally  is  just  one  facet  of  our 
overall  operation.  But  that  is  a  very  real  story  with  a  real  compa- 
ny. 

I  would  like  to  digress  a  little  bit  and  tell  you  something  about 
that  particular  contract.  Again,  as  I  said,  we  won  that  in  a  competi- 
tive bid.  That  bid  was  some  $3  million  less  than  the  next  nearest 
competitive  bid,  which  we  understand  came  in  from  AT&T  at  that 
time.  We  went  to  an  award  conference  bid  on  that  some  4  years 
ago,  and  we  had  various  officials  there  from  the  FAA.  We  had 
AT&T  people  there;  we  had  U.S.  West  people  there,  the  local  ex- 
change carrier  in  that  particular  area;  and,  naturally,  NTS  Com- 
munications people  were  there  with  three  or  four  of  us  at  that 
awards  conference. 

You  have  all  seen  the  ads,  I  think,  in  the  Wall  Street  Journal 
where  MGI  has  declared  themselves  the  winner  of  a  major  national 
contract  for  the  FAA.  The  first  company,  I  think  they  proclaim, 
other  than  AT&T,  that  was  charged  with  protecting  the  air  route 
traffic  control  centers  around  the  country  and  the  safety  of  the  in- 
dividual flying  public. 

I  go  on  record  as  saying  that  NTS  was  the  first  non-AT&T  com- 
pany to  protect  the  friendly  skies,  so  to  speak,  and  I  am  not  push- 
ing United  Airlines  there  or  anything;  I  think  that  is  their  adver- 
tising slogan. 

But  in  that  meeting,  there  was  a  lot  of  concern  about  NTS  being 
a  single  thread  carrier,  that  we  would  have  planes  running  into 
each  other  out  in  the  middle  of  New  Mexico  and  over  in  Arizona 
and  into  your  area,  into  San  Diego,  where  we  controlled  the  air- 
ways. 

In  that  contract,  there  was  redundancy  that  we  had  to  bid  in  the 
local  loop.  But  we  also  provided  something  that  the  Government 
did  not  ask  for.  We  provided  redundancy  throughout  the  entire 
system.  We  provide  alternate  routing  for  all  of  the  communications 
services  that  kept  the  planes  up  in  the  air.  We  were  asked  point- 
blank  why  we  did  that.  Our  answer  at  that  time  was  that  we  did 
that  because  we  happened  to  fly  in  those  skies,  and  we  were  a  little 
bit  concerned  about  our  own  safety. 

So,  here  you  have  a  company  that  comes  in  and  low-bids  the 
project  by  some  $3  million.  We  look  at  that  contract  as  being  a  5- 
to  a  10-year  contract.  Some  4  years  into  the  contract  the  rules 
change.  I  believe  one  reason  that  the  rules  change,  realistically — 


and  this  is  personal  opinion — is  that  at  that  award  conference  we 
let  it  be  known  that  we  would  be  bidding  on  additional  centers 
around  the  country.  My  personal  opinion  is  that  AT&T,  MCI,  and 
possibly  even  the  FAA  got  together  and  decided  that  they  couldn't 
have  that;  that  they  would  attempt  to  bundle  into  a  larger  national 
contract  and  rebid  the  entire  process.  That  was  done  very  success- 
fully. 

Needless  to  say,  AT&T,  MCI,  and  some  of  the  rest  of  them  have 
hundreds  of  lobbyists  around  the  country,  definitely  thousands 
right  here  in  this  area.  My  firm  does  not  have,  needless  to  say, 
hundreds  of  lobbyists.  We  have  myself  and  a  few  other  people  who 
work  occasionally  in  the  Government  contract  division. 

I  think,  basically,  in  that  meeting,  I  sent  a  message  to  the 
powers-that-be  at  that  time  that  small  business  could  produce  and 
could  produce  very  well.  The  proof,  so  to  speak,  is  in  the  pudding. 
We  did  produce,  whereas  in  the  past  couple  of  years  you  have  all 
read  the  horror  stories  about  AT&T  with  their  5-hour  outages  in 
the  northeast  corridor  here  that  affected  air  traffic  control 
throughout  this  system. 

NTS  has  never  had  that  type  of  outage  in  the  Albuquerque 
Center.  We  have  performed  over  and  above  what  we  expected.  In 
fact,  we  have  performed  so  well  that  the  template  design  that  we 
installed  in  the  Albuquerque  Center  has  been  used,  or  the  FAA  has 
required  that  to  be  used,  by  MCI,  who  won  the  LINCS  contract 
throughout  all  of  the  Air  Route  Traffic  Control  Centers.  So,  that  is 
one  example  of  a  small  business  coming  up  with  an  innovative 
idea. 

We  are  going  to  get  definite  credit  for  the  idea.  The  only  problem 
is  that  we  are  not  going  to  get  any  of  the  money  out  of  that  par- 
ticular scenario.  So,  that  is  part  of  my  story. 

I  will  be  more  than  happy  to  answer  your  questions  at  the  end  of 
the  session  here,  and  I  thank  you  for  this  time. 

[Mr.  Wallace's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Thank,  Mr.  Wallace.  Mr.  Draughon. 

TESTIMONY  OF  RONALD  DRAUGHON,  PRESIDENT,  DRAGON 
SERVICES,  INC. 

Mr.  Draughon.  Good  morning,  Mr.  Chairman,  members  of  the 
committee.  I  am  very  pleased  to  be  here  this  morning  and  honored 
to  be  asked  to  share  our  experience  with  you. 

I  am  Ronald  Draughon.  I  am  the  chairman  and  president  of 
Dragon  Services.  My  brother  and  I  own  this  small  business  togeth- 
er. We  have  been  in  business  since  1979.  We,  just  about  100  per- 
cent, do  business  with  the  Federal  Government,  both  agencies  and 
Department  of  Defense  over  those  years.  We  primarily  engage  in 
food  service,  janitorial,  housekeeping,  warehousing.  Support  service 
contracts  is  basically  what  we  do,  and  we  have  done  this  through- 
out the  United  States  with  all  these  different  agencies  and  the  De- 
partment of  Defense. 

Over  the  years,  we  have  seen  contracting  change  from  being  an 
experience  where  you  go  in  and  talk  with  your  customer,  the  Gov- 
ernment— the  contracting  officer,  generally — and  being  warmly  re- 
ceived, to  the  current  experience  that  we  have  of  being  coldly  re- 
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ceived.  Small  business  is  no  longer  considered  an  asset.  At  one 
time,  being  a  small  business,  you  were  something  of  a  great  thing 
in  this  country.  It  should  be  a  great  thing  at  this  time,  but  it  is  not. 

Contracting  officers  and  purchasing  departments  wish  to  bundle 
contracts  together  to  attract  large  business.  That  is  what  each  of 
these  gentlemen  has  been  talking  about,  the  idea  of  attracting 
large  business  to  bid  on  their  work.  All  the  reasons  behind  it  I  am 
not  sure  about,  but  I  am  sure  it  is  happening. 

The  bid  process  has  been  altered  to  a  formal  negotiated  procure- 
ment process  that  involves  many  thousands  of  dollars  in  prepara- 
tion cost,  prebid  expenses  that  were  not  necessary  10  years  ago, 
and  I  don't  believe  are  necessary  today.  We  grossed  last  year  about 
$3.7  million.  These  are  some  of  the  businesses  that  we  have  had  to 
compete  against:  Penn  Central  Corp.,  a  multibillion  dollar  compa- 
ny; Waste  Management,  another  multibillion  dollar  company; 
Ogden  Allied,  multibillion  dollar  corporation;  Johnson  Controls, 
multibillion  dollars;  and  Fluor  Corp. 

Fluor  Corp.  brings  to  mind  the  family  housing  maintenance  con- 
tract at  Fort  Bragg,  North  Carolina,  which  for  all  of  my  experience 
has  been  a  small  business  set-aside.  It  is  not  a  very  large  contract 
in  terms  of  what  these  corporations  are  accustomed  to.  It  is  only 
about  $6  or  $7  million  a  year.  It  is  a  very  large  contract  for  our 
business  and  a  very  welcome  addition  at  any  time  to  our  business. 
But,  for  some  reason,  in  the  last  bid  process,  the  Army  chose  to  go 
unrestricted.  In  addition,  it  was  a  formal  negotiated  procurement. 
It  was  also  cost-plus. 

Our  business  mounted,  I  thought,  a  very  good  approach  to  the 
bidding  of  this  contract  by  joining  with  another  business  to  bid  it 
as  a  joint  venture,  which  in  the  combining  of  our  two  businesses 
made  us,  we  thought,  significant  enough  to  warrant  the  Govern- 
ment to  award  the  contract  to  us.  We  didn't  make  it  out  of  evalua- 
tion. We  didn't  clear  the  first  hurdle,  which  is  to  qualify  technical- 
ly. We  went  to  the  debriefing  and  were  basically  told  that  we  didn't 
provide  adequate  detail,  and  that,  in  effect,  our  proposal  wasn't 
large  enough,  wasn't  heavy  enough,  to  warrant  serious  consider- 
ation. We  didn't  get  to  submit  a  BAFO,  a  best  and  final. 

We  have  bid  a  number  of  other  small  business  set-asides  for 
housing  maintenance,  and  we  have  always  made  it  to  best  and 
final.  Just  this  year,  and  actually  coincided  with  the  same  bid  proc- 
ess time — part  of  the  time — was  the  San  Diego  Navy  Family  Hous- 
ing Maintenance  contract,  which  is  a  larger  contract  than  Fort 
Bragg  is.  It  is  a  very  significant  contract.  It  was  a  small  business 
set-aside,  a  size  standard  of  $13.5  million. 

We  not  only  qualified  technically,  but  we  made  it  to  best  and 
final.  We  were  very  competitive  in  price,  yet  we  did  not  win.  An- 
other small  business  did  win,  a  joint  venture  of  two  small  business- 
es from  California.  I  am  very  happy  for  them.  I  am  very  happy 
that  the  Navy  chose  to  go  small  business  and  to  compete  it  where 
everyone  could  get  a  chance  at  it. 

That  is  not  to  say  that  everything  the  Navy  does  is  right,  but  I 
think  they  did  that  one  right.  But  I  think  the  experience  that  we 
had  with  the  Fort  Bragg  scenario  is  one  that  is  increasing,  of  bun- 
dling small  contracts  together  and  then  using  that  to  attract  large 
business. 
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I  don't  have  firsthand  knowledge  of  it,  but  it  makes  sense  to  me 
that  large  business  is  indeed  lobbying  not  just  up  here  on  Capitol 
Hill,  but  down  at  the  contracting  level.  I  really  think  that  is  where 
they  are  being  most  successful.  They  are  lobbying  at  the  contractor 
level,  the  contracting  officer  level,  to  convince  them  to  bundle 
these  things  together  so  that  it  makes  an  enticing  meal  for  them. 
So,  they  show  up  at  the  party,  and  they  beat  it,  to  put  it  unrestrict- 
ed. 

I  have  had  other  experiences  at  Fort  Eustis,  Virginia.  They  have 
a  contract  there  that  encompasses  many  services  that  were  all,  at 
one  time,  provided  by  small  business,  everything  from  the  laundry 
to  food  service  to  grass-mowing,  really  mundane  types  of  things, 
not  high-technology  items,  that  are  bundled  together,  and  large 
business  holds  the  contract.  Small  business  does  a  lot  of  the  work, 
but  they  will  refuse  to  separate  the  items  out  to  allow  small  busi- 
ness to  compete  directly. 

Just  this  year,  the  package  came  back  out  again.  It  has  been  on 
the  street  as  an  unrestricted  large  business  bundle  for  a  while,  and 
it  came  back  on  the  street  this  year.  I  wrote  them  again,  and  I 
asked  that  they  set  it  aside  for  small  business.  Small  business 
could,  in  fact,  do  the  entire  package,  or  a  joint  venture  of  small 
business  could  do  the  entire  package.  But  they  refused  to  set  it 
aside  for  small  business.  The  response  contracting  officers  give  to 
me  and  many  other  small  business  people,  well,  it  is  unrestricted, 
you  all  have  an  opportunity  to  bid. 

I  guess  in  a  perfect  world  we  do  have  the  opportunity  to  bid,  and 
we  do  have  the  opportunity  to  spend  a  lot  of  money  preparing  our 
proposal  and  submitting  it.  We  do  not  have  the  opportunity  to  be 
equitably  and  fairly  evaluated  in  comparison  to  these  large  corpo- 
rations. Their  statements  alone  dwarf  mine.  Mine  consists  of  three 
or  four  pages  at  most,  and  my  numbers  are  significantly  different 
from  their  numbers,  a  few  million  dollars  compared  to  billions  of 
dollars. 

Contracting  officers  say,  well,  this  fellow  has  deep  pockets,  he 
can  bid  cheaper  or  he  can  bid  higher.  If  they  are  cheaper,  they  say, 
well,  he  has  got  deep  pockets.  If  he's  more  expensive,  and  often- 
times they  are,  they  have  more  experience,  and  they  have  more 
knowledge  about  what  we  need,  and  we  are  buying  that  expertise. 
In  reality,  it  just  comes  down  to  they  bid  higher  oftentimes,  and 
they  are  going  to  be  paid  more. 

One  item  that  is  a  bit  of  a  pet  peeve  of  mine  is  why  are  we  going 
cost-plus  on  contracts  that  have  historically  been  fixed  price  and 
are  services-type  contracts  that  have  been  successfully  competed 
and  performed  for  a  number  of  years?  Why  go  cost-plus?  I  think  I 
know  the  answer. 

A  couple  of  answers  I  come  up  with  are:  One,  the  Government 
can  get  in  your  business  and  the  Government  bureaucrats  at  the 
location  can  micromanage  your  affairs.  Two,  the  cost  is  escalated. 
That  may  not  be  intentional,  but  that  is,  in  fact,  what  occurs. 

The  taxpayer  loses.  Small  business  also  loses  because  usually, 
when  you  talk  about  going  cost-plus,  one  of  the  requirements  in  the 
evaluation  criteria  is  how  much  experience  do  you  have  in  a  cost 
contract?  Most  small  businesses  have  to  answer  that  negative,  no;  I 
don't. 
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Dragon  has  been  in  business  since  1979.  I  have  been  in  this  con- 
tracting and  the  same  field  since  1976  as  a  small  business.  I  have 
never  had  a  cost-plus  contract,  It  has  never  been  necessary  because 
food  service,  cooking,  cleaning,  housekeeping,  warehousing,  trans- 
portation, operating  shuttle  buses,  mail  rooms,  and  ambulance 
services  really  doesn't  need  to  be  cost-plus.  It  doesn't  need  the 
added  red  tape  and  bureaucracy  associated  with  cost-plus.  Neither 
does  it  need  to  be  micromanaged  fi*om  the  Government. 

I  am  very  pleased  to  be  here.  I  certainly  welcome  your  questions, 
and  I  look  forward  to  expanding  on  some  of  these  things  with  you. 

[Mr.  Draughon's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Thank  you,  Mr.  Draughon. 

Mr.  Gore  is  the  final  witness,  and  then  we  will  get  to  questions. 

TESTIMONY  OF  KENNETH  GORE,  MANAGER  OF  GOVERNMENT 
CONTRACTS,  NORTH  CAROLINA  HYDRAULICS 

Mr.  Gore.  Thank  you,  Mr.  Chairman,  and  committee  members.  I 
appreciate  the  opportunity  to  relate  to  you  our  concerns  about  the 
iPuture  of  small  business  and  Government  contracting. 

My  name  is  Kenneth  Gore.  I  am  a  manager  at  North  Carolina 
Hydraulic  Manufacturing,  with  emphasis  on  Government  contract- 
ing. Before  I  begin,  I  feel  it  is  necessary  to  let  you  know  a  little  bit 
about  the  company  and  the  location  of  North  Carolina  Hydraulic 
Manufacturing.  The  company  was  started  in  1976.  It  is  a  family- 
owned-and-operated  company,  a  one-plant  facility,  primarily  a 
manufacturer  of  metal  parts.  It  is  located  in  Duplin  County  in  a 
town  with  a  population  of  approximately  1,150  called  Beulaville  in 
the  southeastern  part  of  North  Carolina.  It  is  rural,  farm  oriented, 
and  there  are  few  other  industries  close  to  us  other  than  a  sewing 
facility  and  a  textile  plant.  So,  we  offer  at  N.C.  Hydraulics  the  op- 
portunity for  skilled  machinists  and  other  skill-oriented-type  labor 
to  come  in  out  of  the  community  colleges  and  supplement  the  area 
and  the  community  with  the  addition  of  jobs.  With  the  diversity 
that  we  can  offer  with  these  Government  contracts,  we  are  able  to 
offer  work  to  about  twice  the  number  of  people  who  we  can  nor- 
mally do  in  private  sector  work. 

On  the  private  sector  side,  we  are  a  manufacturer  of  hydraulic 
cylinders  which  we  sell  to  original  equipment  manufacturers,  and, 
primarily,  these  go  on  forklifts,  car  lifts,  and  that  type  of  equip- 
ment. These  OEM's  compete  on  a  world  market,  so,  as  their  sales 
go  up  and  down  as  they  compete  with  the  Japanese,  Germans,  and 
whoever,  so  do  our  sales,  since  we  rely  directly  on  them. 

In  1985,  we  looked  at  the  possibility  of  starting  to  do  Government 
contract  work  as  a  means  to  supplement  our  private  sector  work. 
We  never  wanted  or  intended  to  become  totally  dependent  on  Gov- 
ernment contracts,  but  looked  at  them  as  a  way  to  supplement  our 
private  sector.  Today,  that  is  still  our  objective,  to  be  able  to  do  pri- 
vate sector  work  and  supplement  it  with  Government  contracts  in 
order  to  create  a  base  where  we  can  employ  the  people  who  we 
have  in  the  past,  who  have  helped  us  on  the  other  Government 
contracts,  and  to  maintain  jobs  in  the  area  for  our  people. 

When  we  look  at  the  Government  contracts,  we  specifically  look 
for  parts  that  we  can  utilize  in  our  type  of  machine  facility.  We 
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look  for  parts  that  are  compatible  to  our  equipment,  our  knowl- 
edge, and  our  capabilities.  We  found  that  we  had  to  improve  vari- 
ous areas  as  we  got  involved  in  Government  contracts,  primarily  in 
the  accounting  and  the  quality  control  areas.  I  am  sure  other  small 
businesses  have  run  into  the  same  situation.  This  creates  quite  an 
expense  for  some  small  businesses,  but  we  were  willing  to  take  that 
expense. 

The  biggest  change  in  our  individual  plant  was  the  cost  of  im- 
proving our  quality  program.  In  order  to  be  able  to  compete  as  a 
prime  contractor  on  Government  contracts,  we  had  to  have  a  Mil- 
Q-9858  system  and  also  an  approved  SPC  Program.  Right  now,  in 
North  Carolina,  we  are  one  of  three  or  four  companies  in  the  east- 
ern part  of  North  Carolina  that  does  have  an  approved  Mil-Q-9858 
and  SPC  plan.  We  also  have  to  keep  up  with  the  Government 
changes  as  they  require  of  us  which  change  from  time  to  time. 

Over  the  past  several  years,  we  have  manufactured  various  items 
on  Government  contracts  from  hydraulic  cylinders,  to  aluminum 
towbars  for  ground  maintenance  equipment,  to  explosive  projectiles 
used  during  Desert  Storm.  Our  primary  interest  has  always  been  in 
the  practice  projectiles,  or  metal  parts  for  various  practice  rounds 
of  the  2.75  inch,  the  81  MM,  the  60  MM,  and  the  105  MM.  The 
reason,  again,  is  their  size  and  their  configuration  works  well  in 
our  plant.  Over  the  last  5  to  6  years,  we  produced  a  million  various 
components  for  practice  projectiles,  and,  in  doing  these,  we  have 
never  had  any  rejection  of  any  type  for  any  quality  deficiency  or 
other  problems.  Now,  there  appears  there  are  numerous  of  these 
projects  that  are  in  the  process  of  being  rearranged,  or  bundled,  so 
that  they  are  not  available  for  open  competitive  bids.  If  you  would 
allow  me,  I  would  like  to  give  you  just  a  few  examples. 

The  first  contract  that  we  were  awarded  back  in  1976  was  the 
M156,  white  phosphorus,  2.75  inch  round.  At  the  time,  it  had  been 
a  sole  source  item,  and  the  Government  was  paying  approximately 
$21  apiece  for  this  metal  part.  It  came  out  for  competitive  bid,  and 
we  won  that  competitive  bid,  and  we  were  able  to  sell  this  item  to 
the  Government  for  $16.75.  On  that  initial  contract,  which  was  for 
240,000  parts,  we  were  able,  we  felt  like,  to  save  the  Government 
approximately  $1  million.  This  was  also  a  very  good  contract  for 
our  facility,  and  we  were  able  to  again  increase  our  employment 
almost  up  to  100  employees  at  the  time  of  this.  Since  that  time,  we 
have  had  two  other  contracts  on  this  same  item,  and  over  the 
years,  we  have  been  able  to  maintain  that  cost  at  $16.75. 

We  have  also  done  other  2.75  inch  rounds,  but  now  we  find  they 
are  all  being  tied  up  or  bundled  into  a  system  called  the  Hydra  70, 
and,  primarily,  this  is  going  to  limit  this  buy  to  two  companies.  Be- 
cause of  the  large  diversity  of  parts  and  the  amount  of  initial  cap- 
ital it  would  require  to  start  up  on  a  contract  this  size,  it  prohibits 
a  small  business  from  being  able  to  compete.  These  system  buys 
usually  go  to  big  business  that  are  either  mobilization  bases  or 
have  been  preapproved  for  the  items  at  the  time.  Most  often,  the 
solicitation  will  come  out  restricted  to  those  companies.  This  proc- 
ess totally  eliminates  small  business  from  contributing  in  the  proc- 
ess, even  though  we  may  have  the  capabilities  to  produce  one  or 
more  of  the  component  parts  that  go  into  making  that  system. 
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Another  item  that  we  have  been  involved  in  was  the  81  MM 
M879  metal  part.  We  were  awarded  a  contract  in  1988  for  this  item 
on  open  competitive  bid.  Two  contracts  after  that  have  gone  out  of 
the  country  to  a  company  in  Israel  on  competitive  bids.  Then,  in 
1992,  the  solicitation  came  out,  and  it  was  restricted  to  mobilization 
bases,  which  was  two  facilities  here  in  the  United  States.  Even 
though  we  had  successfully  manufactured  121,000  of  these  units 
back  in  1988  and  1989,  we  were  not  able  to  get  set  up  as  a  mobiliza- 
tion base,  and,  therefore,  our  bid  was  not  accepted. 

We  did  protest  this  restriction,  and  we  did  submit  a  bid.  The  re- 
sponse to  that  protest,  dated  July  23,  1992,  is  attached  as  exhibit  A 
in  my  testimony.  Briefly,  it  states  that  determination  was  made 
that  it  was  necessary  to  put  this  practice  round  along  with  the  tac- 
tical round  to  support  the  mobilization  base. 

However,  even  though  this  sounds  logical,  it  seems  that  by 
AMC's  own  numbers,  which  are  in  the  third  paragraph  on  page  2 
of  their  response,  it  says  that  there  are  104,000  practice  rounds 
that  were  needed  to  support  that  tactical  base.  At  their  rates  of 
manufacturing,  this  would  actually  be  about  2  or  3  days'  worth  of 
work  for  them.  It  does  not  seem  that  a  few  days  or  even  1  week's 
worth  of  work  would  be  much  of  a  factor  in  sustaining  a  tactical 
base.  However,  that  same  104,000  units,  to  a  small  business,  would 
represent  approximately  8  or  10  months'  worth  of  work.  This  is  the 
same  situation  that  is  relevant  to  the  60MM.  Even  though  we  have 
not  been  awarded  a  contract  on  the  60MM,  we  have  bid  on  it  in  the 
past,  but  now  nearly  all  of  these  are  also  restricted  to  mobilization 
bases.  These  are  examples,  and  the  Commerce  Business  Daily  has 
numerous  other  examples,  that  show  a  trend  that  as  there  are  re- 
ductions in  the  quantities  that  the  Government  is  purchasing,  the 
more  it  seems  that  they  are  designated  as  sole  source  or  mobiliza- 
tion bases  only.  This  trend  eliminates  those  of  us  in  small  business 
from  participating  in  the  process. 

We  know  from  our  past  experience  that  we  can  compete,  and  we 
can  produce  quality  parts  when  given  the  opportunity.  We  are, 
however,  aware  that  there  are  parts  out  there  of  a  complex  nature 
that  require  that  they  should  be  set  aside  for  companies  that  have 
the  unique  expertise  to  handle  those  items.  But  we  do  not  think 
that  other  items  of  a  noncomplex  nature,  that  can  be  produced  in 
numerous  facilities  across  the  country,  should  be  set  aside  at  any 
time  or  switched  back  and  forth  from  mobilization  base  one  time  to 
competitive  bids  the  next,  because  that  leaves  us  as  small  business, 
or  even  as  large  business,  where  we  don't  know  what  to  expect 
from  the  Government  on  these  items,  how  to  prepare  for  it,  or  can 
we  plan  for  it  at  all?  So,  we  never  know  where  we  stand. 

Small  businesses  must  work  to  meet  the  same  drawing  and  speci- 
fication requirements  as  the  large  ones  do  in  doing  the  business, 
and  we,  as  small  business,  are  not  necessarily  seeking  any  special 
consideration,  just  the  opportunity  to  be  considered  in  the  process 
and  to  participate. 

I  thank  you  for  the  invitation  to  come  before  you  today  to  relate 
these  examples  to  you. 

[Mr.  Gore's  statement,  with  attachments,  may  be  found  in  the 
appendix.] 

Chairman  Bilbray.  Thank  you,  Mr.  Gore. 
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I  am  going  to  go  a  little  bit  out  of  order.  I  am  going  to  allow  our 
two  new  members  to  ask  questions  first,  because  I  have  an  exten- 
sive list  of  questions.  I  know  Mr.  Lancaster  does,  too. 

So,  I  would  first  defer  to  the  gentlewoman  from  Pennsylvania. 

Ms.  Margolies-Mezvinsky.  Thank  you. 

Dr.  Rosen,  could  you  expand  a  little  on  your  concerns  regarding 
cost-sharing? 

Dr.  Rosen.  Yes;  I  will  use  as  an  example  the  technology  invest- 
ment program  or  the  dual-use  technology  program  that  is  currently 
in  a  stage  in  which  it  is  open  for  bid.  This  is  a  program  that  is 
being  run  by  ARPA,  the  Advanced  Research  Projects  Agency,  and 
the  solicitation  is  requiring  cost-sharing  of  50  percent  in  an  at- 
tempt to  have  companies  commit  themselves  to  the  civilian  sector 
use  as  a  counterpart  to  the  defense  sector  use  that  the  Government 
is  going  to  be  funding.  This  is,  again,  a  procurement  which  requires 
team  bidding. 

The  RFP  encourages  team  formation  in  order  to  win  an  award 
here,  so,  when  we  present  our  capabilities  to  the  various  team  lead- 
ers that  we  have  become  aware  of,  we  are  asked  what  we  will  do  in 
the  way  of  cost-sharing. 

When  you  have  a  service  organization,  and  you  are  charging  for 
professionals  by  the  hour,  it  is  sort  of  like  telling  your  attorney 
that  you  would  like  him  or  her  to  do  some  cost-sharing  for  you.  It 
is  not  a  repetitive  thing.  We  don't  have  a  product.  So,  by  putting  in 
an  investment  up  front,  it  is  hard  to  recover  it.  If  we  don't  cost- 
share,  then  the  prime  has  to  have  additional  cost-sharing  in  order 
to  participate  in  that  program. 

We  have  been  able  to  do  some  cost-sharing  because  some  of  the 
software  that  we  have  developed,  we  sell  commercially.  Thus,  we 
are  able  to  offer  team  members  free  use  of  our  software,  rather 
than  the  normal  license  fees  that  we  charge. 

But  my  principal  concern  is  that  the  national  economy  is  moving 
toward  the  service  sector,  and  cost-sharing  seems  to  me  to  be  a  con- 
cept that  is  directed  toward  the  manufacturing  sector,  and  this  dis- 
tinction is  not  present  in  the  solicitations. 

Ms.  Margolies-Mezvinsky.  Could  you  please  expand  and  state 
the  costs  that  prohibitive  marketing  due  to  bundling  is  leading  you 
to  engage  in? 

Dr.  Rosen.  I  am  sorry,  the  marketing  costs? 

Ms.  Margolies-Mezvinsky.  Yes. 

Dr.  Rosen.  I  am  sort  of  afraid  to  calculate  them.  Where  it  really 
manifests  itself  is  that,  in  a  service  business,  overall  costs  depend 
upon  the  percentage  of  the  employees'  time  which  becomes  billable 
to  clients.  If  that  number  goes  down  because  you  increase  your 
marketing  costs,  then  you  have  a  lower  base  in  direct  costs  and  you 
have  a  higher  indirect  cost,  and,  therefore,  your  overhead  rate  goes 
up,  and  your  hourly  charge  must  go  up  in  order  to  cover  your  costs. 

Our  hourly  costs  in  the  last  2  years — and  almost  predominantly 
because  of  changes  in  marketing  costs — have  gone  up  much  faster 
than  the  cost-of  living  index  has.  This  is  a  cost  that  is  borne  to 
some  extent  by  the  Government  because,  to  the  extent  that  a  por- 
tion of  our  business  is  in  cost-plus  contracts,  these  higher  rates  are 
also  passed  on. 
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Thus,  there  is  an  inefficiency  being  generated  throughout  this 
process  by  the  multitiered  nature  of  the  bundling  process.  It  in- 
creases the  costs  for  everybody,  as  well  as  raising  the  barriers  for 
small  business. 

Ms.  Margolies-Mezvinsky.  Thank  you.  Dr.  Rosen. 

Thank  you,  Mr.  Chair. 

Dr.  Rosen.  Thank  you. 

Chairman  Bilbray.  Mrs.  Clayton,  if  you  have  an  opening  state- 
ment, we  will  put  it  in  the  record. 

Mrs.  Clayton.  I  will  put  it  in  the  record,  if  I  may. 

Chairman  Bilbray.  It  will  be  put  in  without  objection. 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Do  you  have  questions  for  the  witnesses? 

Mrs.  Clayton.  Yes. 

Mr.  Gore,  you  stated  that  you  can  be  cost  effective  and  efficient 
without  bundling,  but  some  officials  at  the  SBA  say  that  bundling 
is  cost  effective. 

How  is  it  that  both  of  you  are  coming  out  at  the  same  position? 
You  know  for  a  fact  bundling  is  problematic,  but  yet  you  can  be 
cost  efficient  and  effective  without  bundling. 

Mr.  Gore.  There  are  several  instances  in  the  example  that  I 
quoted.  Here  was  the  2.75  inch  which  we  have  made  several  compo- 
nents of  in  the  past,  not  just  the  156,  and  due  to  the  bundling  proc- 
ess, it  has  gone  into  a  Hydra  70  series.  At  the  time  that  it  was 
going  on,  we  had  talked  with  representatives  from  SBA,  and  at 
that  time  I  thought  they  were  against  the  bundling  process,  par- 
ticularly for  that  project,  but  to  keep  those  components  out  where 
they  could  go  out  for  competitive  bid. 

But  we  have  found  in  talking  with  the  companies  that  have 
gotten  the  contracts  on  the  Hydra  70,  and  in  trying  to  do  some  sub- 
contract work  with  them,  that  they  very  seldom  go  out  and  use 
small  business  in  their  subcontracting.  They  usually  do  it  all  in 
house  themselves.  They  are  able  to  either  bring  in  the  equipment 
or  the  machinery  to  offset  that.  I  can't  get  into  facts  and  figxires, 
component-based  and  compared  to  the  systems  where  you  could 
break  it  down  and  say  it  would  be  more  cost  effective  or  not,  be- 
cause I  have  never  bid  on  or  tried  to  bid  on  a  system,  or  anything 
more  than  a  couple  of  components. 

Mrs.  Clayton.  Have  you  participated  in  a  bundling  scenario  as  a 
subcontractor? 

Mr.  Gore.  No;  we  have  not. 

Mrs.  Clayton.  You  have  not. 

Thank  you,  Mr.  Chairman. 

Chairman  Bilbray.  Mr.  Lancaster. 

Mr.  Lancaster.  I  think  it  might  be  helpful  to  follow  up  on  Ms. 
Clayton's  question  and  ask  if  any  of  you  have  participated  as  a  sub- 
contractor in  a  bundling  contract.  If  you  would,  give  us  your  expe- 
rience. 

Dr.  Rosen.  Well,  yes;  we  have  participated  in  more  than  one.  I 
mentioned  one  in  my  testimony  where  we  were  recently  awarded  a 

I  think  one  of  the  factors  that  relates  to  Mrs.  Clayton's  question 
is  that,  remember,  when  a  prime  engages  a  subcontractor,  the  costs 
of  the  subcontractor's  role  are  then  burdened  by  G&A  costs  or  sub- 
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contract  handling  costs  of  the  prime  and  fee.  So,  there  are  extra 
costs  introduced  through  a  subcontracting  process. 

Mr.  Lancaster.  Is  that  cost  to  the  subcontractor  or  cost  to  the 
prime? 

Dr.  Rosen.  It  is  cost  to  the  Government. 

Mr.  Lancaster.  Ultimately? 

Dr.  Rosen.  Yes;  it  is  cost  that  the  prime  adds  on  to  the  subcon- 
tractor's costs.  It  is  not  additional  contract  value  to  the  subcontrac- 
tor. 

Mr.  Lancaster.  In  situations  where  you  have  been  asked  to 
submit  a  bid  and  then  ultimately  were  successful  in  having  that 
bid  accepted  as  a  part  of  a  bundled  contract — and  you  may  not 
want  to  answer  this  question — but  if  you  had  had  an  opportunity  to 
bid  directly  for  the  service,  how  would  your  bid  have  compared  in 
that  situation  to  what  you  submitted  to  the  prime  as  a  part  of  a 
bundled  contract? 

Dr.  Rosen.  Well,  generally  it  would  start  out  to  be  the  same. 
What  frequently  happens  when — we  had  a  recent  experience  where 
we  had  the  prime's  approval  to  submit  an  independent  bid  for  one 
task  of  a  major  program,  which,  under  the  ground  rules  of  that 
particular  solicitation,  was  permissible,  in  addition  to  submitting 
the  identical  bid  to  the  prime  for  inclusion  in  their  bid.  When  we 
are  bidding  to  three  different  primes,  we  would  generally  start  out 
by  sending  the  same  proposal  to  the  three  primes. 

The  problems  come  up  in  that  the  primes  may  say  we  want  more 
of  this  and  less  of  that,  and  then  the  proposals  become  distinct.  But 
the  most  difficult  part  of  this  is  that  even  when  we  win,  we  are  not 
a  party  to  the  negotiations.  Therefore,  the  prime  can  come  back  to 
us  and  say,  well,  you  submitted  a  bid  that  came  out  to  $100,000, 
and,  during  our  negotiation,  we  were  required  to  reduce  your  work 
to  $60,000.  Then  it  becomes  a  question  of  negotiating  changes  in 
the  work  statement  to  make  it  possible  for  us  to  contribute  to  the 
program,  even  though  we  are  not  contributing  in  the  way  we  rec- 
ommended or  think  is  necessary  for  the  program. 

Mr.  Lancaster.  So,  in  those  situations,  you  simply  get  squeezed? 

Dr.  Rosen.  We  get  squeezed. 

Mr.  Lancaster.  The  prime  ends  up  with  the  difference  between 
what  you  would  have  done,  the  work  for  the  Government — directly 
for — and  what  you  are  doing  for  them.  So,  it  still  costs  the  Govern- 
ment $100,000,  but  they  get  the  40  and  you  get  the  60? 

Dr.  Rosen.  'That  is  precisely  true.  That  is  the  case  in  a  contract 
in  which  our  prime — a  different  contractor  than  I  referred  to  earli- 
er, but  a  west  coast  aerospace  company  that  was  just  awarded  a 
contract — informed  us  that  we  are  going  to  be  subcontracted  for 
about  a  third  of  what  we  originally  proposed,  and  most  of  the  other 
two-thirds  they  were  going  to  be  doing  in  house.  Now,  in  fairness  to 
them,  they  told  us  when  we  submitted  our  contract  that  they  were 
going  to  do  that,  but  we  had  no  alternative  because  we  couldn't  bid 
directly.  So,  when  they  said,  we  want  you  on  our  team,  but  only  for 
a  third  of  the  work,  and  we  are  going  to  keep  the  rest  in  house,  we 
agreed.  That  is  a  very  common  thing,  these  pressures  from  the 
prime,  a  take-it-or-leave-it  type  of  situation. 
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Mr.  Lancaster.  I  noticed  that  somebody  mentioned  that  you 
often  don't  know  who  the  prime  is  or  who  the  prime  bidders  are, 
but  this  is  after  they  have  won  the  bid  that  you  would  make 

Dr.  Rosen.  No;  there  are  two  aspects  to  it.  One  is  that  when  you 
know  of  a  solicitation  in  advance — there  was  a  recent  NASA  solici- 
tation that  was  one  of  my  examples,  and  you  knew  that  the  likely 
candidate  was  a  major  airframe  manufacturer — well,  you  don't 
know  who  is  going  to  win.  It  is  most  advantageous  to  be  on  the 
team  in  advance.  So,  what  you  do  is  you  approach  all  of  the  credi- 
ble candidates  who  are  going  to  bid,  and  you  try  to  get  on  as  many 
teams  as  you  can. 

Now,  the  second  situation  is,  you  didn't  know  about  that  procure- 
ment and  you  find  out  about  it  after  it  has  been  awarded.  Then  you 
are  trying  to  get  on  the  team  after  the  fact.  So,  you  have  to  dis- 
place somebody  else  in  order  to  do  that.  There  is  a  trade-off.  If  your 
marketing  intelligence  is  good  enough  for  you  to  approach  these 
companies  in  advance,  then  you  are  going  to  end  up,  if  you  are 
lucky,  writing  several  proposals,  increasing  your  marketing  costs, 
because,  if  you  could  bid  your  services  directly  to  the  Government 
agencies,  you  would  have  one  proposal  instead  of  three  or  four  pro- 
posals. 

Mr.  Lancaster.  Reasons  given  for  consolidation,  or  bundling  of 
contracts  by  DOD  in  particular,  focus  generally  on  two  things: 
Number  one,  that  it  costs  less  to  go  with  a  big  contract  because 
they  can  take  advantage  of  economies  of  scale  that  small  business 
can't;  but  second  is  that  when  you  have  a  large  contractor,  the 
prime  then  becomes  the  manager,  which  reduces  significantly  the 
work  load  of  the  contracting  office  in  coordinating  a  series  of  small 
contracts  that  have  been  bundled  into  one. 

I  wonder  if  anybody  can,  from  your  experience,  state  that  any 
contracting  office  at  any  installation  has  actually  been  reduced  by 
the  bundling  of  contracts?  Are  there  fewer  contract  officers?  Have 
they  reduced  their  staff  commensurate  with  what  they  say  is  now 
the  management  of  the  contract  by  an  outside  source? 

Mr.  Wallace.  I  don't  think  we  have  seen  that,  and  we  deal 
almost  daily  with  the  Defense  Department  in  various  contract  sce- 
narios. 

I  would  like  to  go  on  record,  back  with  some  of  Mrs.  Clayton's 
questions  that  she  had,  also  in  stating  that  the  bundling  or  unbun- 
dling is  not  necessarily  bad.  In  other  words,  bundling  is  not  neces- 
sarily bad;  it  is  basically  the  size  of  that  bundle  that  precludes 
small  business  from  bidding  on  some  of  these  contracts. 

We  feel,  especially  with  some  of  the  Defense  Department  things 
that  we  are  involved  in,  that  it  is  almost  mandatory  for  the  Gov- 
ernment to  bundle  a  certain  portion  of  that  contract  simply  be- 
cause of  the  fact  that  there  are  a  number  of  elements  that  need  to 
be  placed  in,  let's  say,  one  regional  facility,  for  instance,  as  I  men- 
tioned our  Albuquerque  Air  Route  Traffic  Control  Center.  But 
when  you  bundle  in  such  large  quantities,  it  does  preclude  small 
business  from  bidding  on  those. 

In  answer  to  Mr.  Lancaster's  question,  we  have  not  seen  any  re- 
duction in  staff  as  far  as  the  contracting  offices  that  we  deal  with, 
and  we  don't  anticipate  seeing  any  reduction  in  staff.  So,  it  is  a 
multifaceted  question  here,  chicken-and-egg  scenario. 
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But  again,  we  go  on  record  in  saying  bundling  is  not  bad;  it  is  the 
size  of  the  bundle  that  can  kill  all  small  business.  Small  business, 
historically,  we  have  proven  that  we  can  do  a  very,  very  good  job  if 
those  bundles  are  in  small  enough  packages  so  that  we  can  success- 
fully compete  and  bid  against  the  larger  contractors. 

Mr.  Lancaster.  From  the  silence  of  the  other  panel  members, 
does  anyone  have  at  least  anecdotal  evidence  that  contract  offices 
have  been  reduced  in  size  because  of  going  to  bundled  or  larger 
contracts? 

Dr.  Rosen,  do  you  want  to  comment? 

Dr.  Rosen.  Well,  I  wanted  to  make  a  comment,  not  precisely  in 
response  to  your  question,  but  we  have  seen  the  contract  offices, 
one  contract  office  that  we  deal  with  in  the  Navy,  the  size  of  which 
has  decreased.  I  can't  attribute  a  cause  to  it. 

Several  of  us  were  discussing  this  around  the  table  before  the 
hearing  started.  What  we  have  seen  appears  to  be  a  change  in  the 
attitude  of  the  contract  officers.  They  no  longer  are  dealing  with  us 
as  if  they  are  trying  to  help  bring  two  parties  together,  to  a  con- 
tract. They  have  become  more  formalistic.  They  are  more  con- 
cerned with  contractual  details.  They  are  less  flexible  in  their  will- 
ingness to  negotiate  things  that  are  burdensome  to  small  business- 
es and  not  really  of  substantive  issue  in  the  contract  under  con- 
cern. So,  that  is  a  very  troublesome  change  that  we  have  seen. 

They  fail  to  recognize  that  when  two  people  enter  into  a  con- 
tract, it  is  because  they  each  think  that  they  are  going  to  benefit. 

Mr.  Lancaster.  Does  anyone  else  care  to  comment  further  on 
that  point? 

Mr.  Draughon.  Small  businesses  have  become  expendable.  They 
are  considered  to  be  expendable,  and  large  business  is  more  of  a 
cherished  item. 

Mr.  Lancaster.  So,  in  an  effort  to  "protect  the  industrial  base," 
they  are  willing  to  sacrifice  small  business  in  order  to  keep  the 
large  industrial  base  healthy? 

Mr.  Draughon.  I  don't  think  they  understand  what  the  industri- 
al base  really  is.  Something  like  80  percent  of  the  employment  in 
this  country  is  created  by  small  business.  I  think  these  glossy  publi- 
cations change  their  perception  of  small  business  and  large  busi- 
ness. 

Large  business  spends  a  lot  of  money  on  image,  and  it  doesn't  go 
unnoticed  by  all  of  us.  All  of  us  have  a  perception  of  these  large 
corporations  as  being  very  slick,  very  expert  as  what  they  do,  and  I 
am  sure  there  are  things  they  do  really,  really  well.  But  they  don't 
manufacture  most  things  as  well  as  or  any  better  than  small  busi- 
ness, and  they  certainly  don't  clean  buildings  any  better  than 
small  business,  and  they  don't  cook  food  any  better  than  small 
business.  I  think  it  is  a  matter  of  some  folks  have  their  priorities  in 
the  wrong  place,  and,  in  some  ways,  maybe  their  work  burden  is 
lifted. 

My  comment  on  these  large  corporations  taking  over  the  pro- 
curement process — and  that  is  really  what  we  have — is  they  are 
not  just  taking  over  the  jobs,  they  are  taking  over  the  procurement 
process.  Maybe  "dictating"  may  be  too  strong  a  word,  but  they,  in 
fact,  are  influencing  the  procurement  process  much  greater  than 
should  occur.  The  result  is  the  contracting  officers  are  giving  up 
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many  of  their  areas  to  these  large  corporations,  to  the  detriment  of 
small  business. 

Mr.  Lancaster.  Now,  the  other  argument  given  for  the  bundling 
is,  in  fact,  to  shift  that  oversight  from  the  contracting  office  to  a 
contractor  who  will  then  coordinate  the  work  of  subcontractors 
that  previously  had  to  be  done  by  the  contracting  officer.  Those  of 
you  who  have  participated  as  subcontractors  in  bundled  contracts,  I 
hope  that  you  will  give  us  your  own  assessment  of  the  level  of  over- 
sight under  a  direct  contract  as  opposed  to  a  contract  where  you 
are  a  subcontractor  in  a  larger  contract. 

What  is  the  level  of  supervision  and  oversight  by  the  contracting 
officer  in  the  two,  and  is  that  lack  of  oversight  from  the  contract- 
ing officer  made  up  by  the  level  of  oversight  from  the  prime? 

I  know  that  you  have  participated,  Dr.  Rosen,  so  if  you  will 
begin,  then  others  down  the  table  who  have  gone  both  ways,  if  you 
could  talk  a  little  bit  about  the  level  of  oversight  of  the  execution 
of  the  contract. 

Dr.  Rosen.  Well,  it  has  been  our  experience  that  when  the  con- 
tract is  in  place,  that  is,  after  we  have  received  a  contract  in  such  a 
situation,  the  level  of  oversight  from  the  prime  is  on  a  par  with  the 
level  of  oversight  from  the  Government  agencies. 

Mr.  Lancaster.  But  do  you  get  any  oversight  by  the  Government 
agency  in  this  case?  Is  the  Government  agency  doing  anything  to 
protect  the  interest  of  the  Government  in  the  execution  of  this  con- 
tract? ^  noT\ 
Dr.  Rosen.  In  our  case,  where  it  is  really  highly  technical  R&D 
services,  the  answer  is  yes,  because  it  is  not  really  the  Government 
contract  officer  who  is  providing  the  services;  it  is  the  contracting 
officer's  technical  representative.  The  technical  representatives  do 
participate  in  reviewing  the  program. 

But  the  decisionmaking  appears  to  be  in  the  hands  of  the  prime. 
That  is  where  the  problem  comes  from,  because  when  NASA 
awards  a  large  program  to  a  major  airframe  manufacturer,  you  no 
longer  have  an  objective  source  evaluation  in  making  the  determi- 
nation as  to  whether  you  do  work  in  house  or  whether  you  out- 
source  it. 

Mr.  Lancaster.  So,  you  are  actually  losing  a  quality  of  oversight 
as  opposed  to  a  quantity  of  oversight?  Because  now  the  oversight 
comes  from  a  perspective  that  is  certainly  not  independent,  but 
rather  is  very  prejudiced  because  it  comes  from  the  holder  of  the 
contract  rather  than  an  outside  source. 

Dr.  Rosen.  Well,  I  have  to  distinguish  strongly  between  what 
happens  before  contract  award  and  after  contract  award.  If  a  com- 
pany, such  as  the  Boeing  Co.,  examines  the  capabilities  of  Material 
Sciences  Corp.,  the  decision  they  make  as  to  what  role  we  should 
play,  as  opposed  to  the  role  their  in-house  staff  should  play,  may 
not  be  the  same  type  of  evaluation.  It  may  not  show  the  fairness 
that  we  would  get  from  the  Government.  But  once  they  award  the 
contract,  a  large  company  like  Boeing  is  very  aggressive  in  trying 
to  assure  the  quality  of  the  product  that  they  are  going  to  get  from 
their  subcontractors.  So,  there  is  a  high  degree  of  support  and  en- 
couragement from  the  prime  after  the  contract  award. 

The  problem  from  our  point  of  view  is  the  greatly  enhanced  diffi- 
culty of  getting  the  business. 
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Mr.  Lancaster.  Do  others  want  to  comment  on  the  level  of  over- 
sight in  the  two  scenarios? 

Mr.  McQuEARY.  We  never  work  in  a  subcontractor  situation.  We 
are  always  the  prime  contractor.  But  there  is  no  difference,  either 
with  bundled  contracts  or  single  contracts,  toward  the  level  of  con- 
tract administration  we  see  from  the  Government.  The  bun- 
dling  

Mr.  Lancaster.  They  are  not  saving  the  money  they  say  they 
are  by  going  this  route? 

Mr.  McQueary.  Mr.  Lancaster,  I  am  surprised  they  said  they 
were  saving  money,  because  we  were  told  by  a  Navy  spokesman 
August  5th  at  a  San  Diego  Ship  Repaid  Association  meeting  here 
in  Washington  that  they  were  indeed  spending  more  money  due  to 
the  bundling. 

Mr.  Wallace.  I  think  also,  I  would  like  to  say  that  we  have  ex- 
cellent relationships  with  the  local  contracting  officer,  so  to 
speak— in  our  case,  the  folks  out  at  Scott  Air  Force  Base — and  also 
with  the  FAA  people  on  a  regional  basis.  The  problem  seems  to  be 
identifying  who  they  happen  to  be.  In  other  words,  they  said,  we 
have  to  bundle  these  contracts. 

We  would  just  as  soon  that  NTS  continue  on  the  same  relation- 
ship with  the  FAA  or  the  Defense  Department,  et  cetera.  They  are 
always  blaming  "they,"  whoever  they  happens  to  be. 

So,  our  problems  are  not  with  local  contracting  officers.  In  fact, 
like  I  said,  we  have  very  good  working  relationships  with  those 
folks.  But  when  we  get  involved  in  a  situation  like  we  are  now 
where  MCI  has  become  a  prime  contractor,  we  have  difficulty  in 
subbing  with  that  prime  contractor  for  a  number  of  reasons.  I 
think  possibly  because  MCI  has  somewhat  of  a  syndrome  of, 
"Mama,  I  would  rather  do  it  myself" 

Mr.  Lancaster.  Excuse  me.  The  question,  though,  relates  to  the 
level  of  supervision  as  between  the  two.  So,  if  you  could  limit  your 
response  to  that  question. 

Mr.  Wallace.  OK.  I  think  the  prime  contractor  does  a  certain 
level  of  supervision,  probably  no  more,  no  less  than  we  get  from 
the  Government  contracting  officer. 

Mr.  Lancaster.  OK.  Mr.  Draughon,  have  you  actually  participat- 
ed as  a  sub  in  one  of  the  bundled  contracts? 

Mr.  Draughon.  Never  operated  as  a  sub,  but  from  my  observa- 
tion of  other  people  who  have  been  in  bundled  contracts,  I  would 
say  there  is  no  savings  on  administration  by  the  Government. 

Maybe,  if  they  are  telling  the  Congress  that  they  are  saving 
money,  I  suspect  what  they  are  doing,  in  fact,  is  shifting  from  one 
budget  identification  to  another,  because  they  may  be  going  from 
one  mode  to  another  mode.  I  am  assuming  that  many  of  the  bun- 
dled contracts,  all  the  ones  I  have  seen,  are  cost-plus.  Any  time  you 
go  from  a  fixed  price  to  a  cost-plus,  you  are  assuming  quite  a  lot  of 
expense  in  audits,  reviews,  and  things,  and  approvals.  It  gets  to  be 
a  very  daily  task,  and  a  very  administrative  burden  is  involved.  In 
fact,  what  they  may  be  doing  is  transferring  some  of  their  duties 
from  the  usual  contract  administration  duties  to  more  of  an  ac- 
counting duty  and  actually  more  intense. 

I  can't  see  where  anyone  could  think  that  they  would  save 
money.  They  can't  be. 
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Mr.  Lancaster.  Now,  one  of  the  allegations  made  is  that  big 
business,  because  of  their  size,  is  able  to  cost-shift  and  actually  low- 
ball  these  contracts  by  shifting  costs  from  other  contracts,  or  dol- 
lars from  other  contracts,  to  allow  them  to  obtain  this  contract. 
Does  anyone  on  the  panel  have  evidence  to  support  that  allegation 
that  has  been  made  against  the  big  contractors  who  are  able  to  get 
these  contracts  at  your  expense? 

[No  response.] 

Mr.  Lancaster.  Thank  you. 

One  last  question.  Mr.  Gore,  you  mentioned  in  your  testimony 
that  one  of  the  problems  has  been  shifting  back  and  forth  between 
mobilization  base  contracts  and  others.  I  wonder  if  you  could 
expand  on  that  just  a  bit  more.  In  your  opinion,  is  it  actually  done 
with  a  purpose  to  deprive  small  business  of  opportunities,  or  is  it 
done  out  of  incompetence,  that  they  simply  don't  know  what  they 
are  doing,  and  they  are  just  sort  of  floundering;  one  time  they  will 
try  it  one  way  and  another  way  they  will  try  it  another? 

Chairman  Bilbray.  Let  me  understand,  too.  A  mobilization  base 
contract  is  one  that  can  produce  goods  at  a  faster  rate  than  an- 
other? I  mean,  exactly  what  is  a  mobilization  base  contract? 

Mr.  Gore.  Not  necessarily  at  a  faster  rate,  but  they  have  gone  in 
and  had  an  audit  to  show  that  they  have  the  capability  and  the 
machinery  to  produce  at  a  certain  rate,  and,  when  called  upon, 
they  will  supply  it  at  that  rate. 

Mr.  Lancaster.  I  might  comment,  it  does  two  things.  One,  it 
guarantees  the  surge  capability;  and  second,  it  is  designed  to  pro- 
tect an  industrial  base  from  atrophying  from  lack  of  having  the 
contracts. 

So,  that  is  the  purpose,  as  I  understand  it,  of  a  mobilization  base. 

Mr.  Gore.  How  they  set  up  those  bases,  I  am  not  sure,  because 
we  have  requested  several  times  to  be  considered  as  a  mobilization 
base  for  items  which  we  have  manufactured.  At  the  same  time,  we 
are  a  mobilization  base,  in  fact,  for  an  item  right  now  that  we  have 
never  actually  manufactured,  but  we  do  have  the  capability  of 
manufacturing. 

But,  Mr.  Lancaster,  the  switching  back  and  forth,  sometimes  it 
does — at  least  from  our  standpoint — look  like  sometimes  they  are 
just  floundering  around.  The  81  which  I  made  reference  to,  at  one 
time  it  was  set  up  at  a  mobilization  base.  It  came  out  on  several 
solicitations  as  unrestricted.  Now  it  has  gone  back  to  mobilization 
base.  After  we  protested  it,  the  solicitation  has  been  completely 
pulled  for  reevaluation  again,  and  currently,  at  this  time,  we  don't 
know  what  the  status  of  it  is. 

Mr.  Lancaster.  OK.  Thank  you,  Mr.  Chairman. 

Thank  you,  gentlemen. 

Chairman  Bilbray.  Thank  you,  Mr.  Lancaster.  First  of  all,  an 
earlier  statement  was  made  that  the  SBA  was  supportive  of  bun- 
dling. I  think  the  gentlewoman  meant  that  DOD  was  in  favor  of 
bundling,  and  according  to  our  reports  the  SBA  said  it  was  incon- 
clusive whether  or  not  there  were  any  benefits  from  bundling. 
There  are  not  enough  reports  that  have  come  down  to  make  that 
clear. 
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I  want  to  know,  first  of  all,  from  your  experience,  what  kind  of 
help  do  you  get  out  of  the  SBA?  Do  you  all  have  procurement  offi- 
cers in  your  district?  If  you  don't,  do  you  have  to  deal  with  the 
local  SBA  office?  What  kind  of  help  do  you  get?  When  some  of 
these  things  happen,  and  they  are  talking  about  bundling  or  re- 
moving, like,  Mr.  Wallace,  your  contract,  do  you  get  help  from  the 
local  SBA? 

Mr.  Wallace.  Basically,  I  go  to  Mr.  Combest  and  lean  on  him  a 
little  bit  as  far  as  any  help. 

As  far  as  dealing  with  local  SBA  folks,  we  don't. 

Chairman  Bilbray.  All  right.  Do  you  have  a  procurement  officer 
in  your  area?  I  know  that  Mr.  Lancaster  has  one  in  his  district,  but 
what  kind  of  help  do  you  get  off  of  them? 

Mr.  Draughon.  I  will  jump  in  there.  We  deal  with  PCR,  and  oc- 
casionally you  get  a  PCR  that  is  very  helpful.  It  has  been  my  expe- 
rience, the  less  helpful  the  PCR's  are  those  that  actually  come  out 
of  the  procurement  office,  and  many  times  they  have  dual  roles. 
The  PCR  will  be  either  on  assignment  out  of  the  local  contracting 
activity  for  a  region— the  PCR  up  at  the  triangle  that  covers  my 
area.  Research  Triangle  Park  has  been  helpful,  but  the  PCR  is  ac- 
tually, I  guess,  on  loan  from  the  EPA. 

Mr.  Lancaster.  Not  anymore.  It  is  completely  independent. 

Mr.  Draughon.  Is  it  independent  now? 

Mr.  Lancaster.  Her  office  is  there. 

Mr.  Draughon.  Collocated.  Well,  I  guess  what  I  am  getting  down 
to  is,  sometimes  I  think  that  they  have  already  acquiesced  to  the 
agency.  By  the  time  we  know  that  something  is  adverse  to  our  in- 
terest, the  agency  has  already  convinced  the  PCR  and  everyone 
else  that  it  is  in  the  best  interest. 

Occasionally,  we  did  get  calls  from  the  PCR  in  the  past,  asking  if 
this  were  set  aside,  small  business,  would  we  bid.  They  ask  for 
input.  That  is  at  an  early  stage  of  the  decisionmaking,  and  that  is 
when  we  can  all  do  our  best  to  show  our  views.  By  then  it  is  not 
too  late. 

Chairman  Bilbray.  I  think  what  I  am  getting  at  is,  if  the  bBA 
office  was  there  or  not  there,  would  it  make  any  difference  how 
you  handle  your  contracts  with  the  military?  In  other  words,  do 
they  do  you  any  good  or  do  we  need  to  stimulate  them  to  get  more 
involved? 

Mr.  McQuEARY.  Mr.  Chairman,  in  ship  repair,  the  SBA  was  ex- 
tremely helpful  before  1989.  But  the  inclusion  of  ship  repair  in  the 
Competitiveness  Demonstration  Program  virtually  eliminated 
SBA's  ability  to  do  anything  for  us. 

That  program  was  originally  supposed  to  be  a  4-year  program,  a 
test  program.  It  is  flawed,  as  I  have  explained  in  my  written  com- 
ments. It  was  recently  extended  for  another  4  years. 

Chairman  Bilbray.  Any  other  comments  on  that? 

Mr.  Gore.  Mr.  Chairman,  if  I  may,  we  have  had  limited  experi- 
ence with  the  SBA,  both  locally  and  regionally  out  of  Atlanta,  with 
just  a  very  few  technical  questions,  and  we  have  always  found 
them  to  be  very  helpful,  and  to  give  us  all  the  information  they 
could,  and  the  right  people  to  contact,  and  the  procedure  to  follow. 
So,  our  relationship  with  them  has  been  real  good. 
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Mr.  Lancaster.  If  the  gentleman  will  yield,  as  an  advocate,  how 
does  the  PCR  that  is  for  North  Carolina,  located  out  of  the  Re- 
search Triangle  Park,  and  how  does  the  office  in  Charlotte  perform 
as  an  advocate  for  small  business,  to  protect  against  bundling,  to 
raise  objections  to  contracts  that  are  submitted,  and  try  to  get 
them  set  aside?  Do  they  do  anjrthing  on  their  own  initiative,  or  is  it 
only  after  you  contact  them  that  they  weigh  in  on  your  side? 

Mr.  Draughon.  It  is  generally  after  you  contact  them.  My  point 
is,  by  the  time  we  find  out  about  something,  too  often  it  has  gone 
down  the  road  a  long  way,  and  it  is  very  difficult  to  turn  it  around. 
It  is  like  trying  to  stop  and  turn  a  train  around. 

Chairman  Bilbray.  My  concept  of  what  the  SB  A  should  be  doing, 
and  I  think  this  subcommittee's  feeling,  is  that  the  SBA  should  be 
out  there  fighting  this  bundling.  They  should  be  actively,  in  every 
procurement  office,  fighting  bundling  of  contracts,  being  what  they 
are  supposed  to  be,  an  advocate  for  small  business.  From  what  you 
are  telling  me,  that  is  not  happening.  What  they  are  doing  is,  if 
you  have  a  particular  problem,  they  will  go  out  and  meet  with  the 
contracting  officers  on  your  behalf  to  try  to  see  if  they  can  get 
something  done.  But  when  the  decision  is  made  to  bundle,  it  is  usu- 
ally before  you  have  a  problem  at  that  point.  Then  you  have  to 
fight  to  maybe  try  to  pull  something  out  of  that  overall  contract. 
But,  as  an  advocate  for  you,  the  SBA  has  not  been  doing  that.  Is 
there  any  exception  to  that?  I  mean  would  there  be  a  difference 
amongst  you  five;  do  you  say,  yes;  they  have  been  out  there  fight- 
ing for  me? 

That  is  what  I  was  afraid  I  was  going  to  hear. 

In  dealing  with  the  contracting  officers,  I  know  in  my  particular 
district  one  of  the  biggest  problems  is,  I  think,  similar  to  what  Con- 
gressman Lancaster's  is,  that  the  contracting  officers  would  really 
rather  deal  with  one  person  than  deal  with  hundreds  of  people. 
Whether  or  not  that  costs  the  Government  more,  costs  it  less, 
seems  to  me  to  be  immaterial,  really,  if  they  have  one  prime  con- 
tractor. 

I  also  found  that  in  many  cases,  because  of  the  technical  nature 
of  many  contracts  that  are  bundled  or  attempt  to  be  bundled,  the 
cat  and  mouse  are  the  same  now.  You  have  areas  within  the  sub- 
contractors that  are  supposed  to  be  monitoring  the  prime  contrac- 
tor. Have  you  found  that  to  be  a  situation,  too? 

To  give  you  an  example,  at  Nellis  in  Nevada,  they  have  a  series 
of  range  technical  devices  that  determine  how  the  bombing  is  going 
on,  when  they  drop  something  whether  or  not  it  hits  within  so 
many  feet  of  a  target  and  so  forth.  Well,  they  have  a  backup 
system  that  monitors  the  main  system  to  see  if  it  is  working  prop- 
erly and  reporting  properly.  One  of  the  things  they  are  trying  to  do 
now  is  bundle  that  system  so  that  the  backup  that  monitors  the 
main  system,  now  will  be  run  by  the  same  company  that  is  being 
monitored.  Of  course,  very  rarely  are  they  ever  going  to  say,  our 
system  isn't  working  properly  and  that  we  are  not  doing  it  right. 

Do  you  also  find  in  your  businesses  this  same  sort  of  situation,  by 
bundling,  now  brings  together  the  cat  and  the  mouse,  and  they 
become  one  entity?  Most  of  you  are  in  food  handling,  you  are  in 
technical,  but  maybe.  Dr.  Rosen,  in  your  area  I  would  think  that 
might  be  true  to  a  limited  degree. 
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Dr.  Rosen.  Well,  I  can't  think  of  any  specific  examples.  I  would 
like  to  reflect  on  that  and  perhaps  communicate  to  you. 

Chairman  Bilbray.  OK.  I  was  curious  about  that.  Is  that  a 
unique  situation  or  is  it  maybe  system-wide? 

The  other  question  is,  I  have  always  been  worried  about  cost- 
plus.  I  know  some  of  you  have  mentioned  this  in  your  testimony. 
How  widespread  is  this  cost-plus?  If  you  had  to  break  it  down  to  a 
percentage,  40  percent  of  the  contracts,  in  your  areas,  that  you  are 
looking  at,  50  percent,  20  percent?  What  percentage  is  fixed  con- 
tracts and  how  much  is  cost-plus?  Just  a  guesstimate. 

Dr.  Rosen.  You  mean,  within  my  business  or  within 

Chairman  Bilbray.  Well,  in  the  contracts  that  you  have  seen, 
the  bundling  contracts  that  have  now  become  a  problem  for  you. 
Most  of  you  have  testified  that  the  particular  contracts  that  you 
bid  on  were  fixed.  You  didn't  do  it  on  a  cost-plus.  Is  that  correct? 

Mr.  Gore.  That  is  correct. 

Mr.  Draughon.  That  is  correct. 

Chairman  Bilbray.  But  the  new  bundled  contracts  are  coming  in 
more  and  more  as  cost-plus,  which  certainly  is  no  protection  for  the 
Government  at  all. 

Dr.  Rosen.  Well,  in  my  case,  I  think  the  estimate  that  I  would 
make  would  be  the  statement  for  my  own  company  as  for  the  gen- 
eral contracts  that  we  go  after.  It  is  probably  60  percent  cost-type 
contracts  and  40  percent  fixed-price  contracts.  Although,  I  must 
say  to  you  that  in  our  company,  the  difference  is  a  matter  of  se- 
mantics, not  of  practice.  A  small  company  cannot  overrun  a  cost 
contract,  or  they  will  never  get  another  one  from  that  agency. 

Mr.  Lancaster.  Will  the  gentleman  yield?  I  wonder  if  each  of 
you,  as  you  comment  on  what  you  think  the  percentage  is  in  your 
own  area  of  interest,  comment  whether  that  is  trending  upward  or 
if  it  is  about  the  same.  Are  we  going  more  and  more  to  cost-plus  as 
opposed  to  fixed  contracts? 

Dr.  Rosen.  In  our  company,  we  are  trying  to  go  more  toward 
fixed  price  contracts  because  of  the  increasing  regulation  associat- 
ed with  the  audit  function  and  things  of  that  sort. 

In  the  general  realm  of  the  business  we  go  after,  I  haven't  really 
seen  a  change  in  one  direction  or  the  other. 

Mr.  McQueary.  Mr.  Chairman,  in  ship  repair,  phased  mainte- 
nance bundling,  100  percent  of  the  contracts  are  cost  contracts. 
You  have  to  understand  that  the  cost  contract  element  is  the  foun- 
dation for  the  decision  by  the  agency  to  use  a  request  for  proposal 
or  a  negotiated  procurement  in  which  they  can  set  these  things 
aside  for  large  business.  We  see  that  trending  upward. 

They  are  talking  about  taking  other  complete  classes  of  ships 
and  increasing  the  phased  maintenance  program. 

Mr.  Wallace.  I  think  we  see  on  our  side  of  this  thing  that  the 
cost-plus  has  started  to  escalate.  In  other  words,  we  see  more  and 
more  of  the  contracts  going  that  way.  We  are  in  favor  of  the  fixed. 
Bid  a  contract;  if  you  win  the  contract,  you  win  the  contract  based 
on  a  fixed  price. 

But  I  think,  also,  as  you  pointed  out,  you  get  involved  in  the 
audit  process  a  lot  more  heavily  with  the  cost-plus-type  scenario, 
and  it  costs  you  a  lot  more  time  and  money  to  try  to  administer 
that  from  your  point  of  view  and  probably  the  Government's  also. 
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Mr.  Draughon.  In  services,  Mr.  Chairman,  bundled  contracts 
that  I  have  experience  with  have  been  totally  cost-plus.  In  service 
contracts  in  general,  there  is  an  increase  in  cost-plus.  Just  5  to  8 
years  ago,  there  would  be  no  service  contracts  that  were  cost-plus. 
Today,  there  are  a  number  of  them  that  are  cost-plus  and  nwre.  It 
seems  to  be  a  trend. 

Mr.  Gore.  In  the  manufacturing  of  single  component  items,  vir- 
tually all  the  contracts  that  we  see  are  fixed  price.  But  as  they  go 
through  a  bundling  in  a  larger  system,  the  majority  of  those  are 
going  to  be  cost-plus. 

Chairman  Bilbray.  One  of  you,  I  remember,  in  your  prepared 
testimony  that  I  read,  complained  about  a  problem,  the  hazards 
you  have  when  you  protest.  Have  you  had  a  serious  problem  with 
this  as  you  have  gone  along  with  protesting  your  contract?  With 
that  in  mind,  are  you  finding  that  future  contracts  are  in  jeopardy 
because  of  your  relationship? 

I  think,  Mr.  Draughon,  your  comment. 

Mr.  Draughon.  Yes,  sir;  that  is  an  experience  I  can  well  identify 
with.  When  you  have  a  dispute  with  an  agency  or  a  procuring  ac- 
tivity, you  do  take  into  consideration  the  jeopardy  that  you  may 
have  in  reprocuring  at  that  same  location.  The  tendency  is  to  put 
off.  Things  that  might  ordinarily  be  economically  feasible  to  file  a 
claim  on  become  uneconomically  feasible  when  you  consider  repro- 
curement. 

Also,  when  you  consider  the  cost  of  litigating  these  items,  too 
many  things  have  to  be  litigated  today.  Contracting  officers  are,  in 
fact,  utilizing  the  time  necessary  to  litigate  as  part  of  their  evalua- 
tion process  to  settle.  In  other  words,  when  they  come  up  with  a 
settlement  offer  for  a  contractor — and  the  only  thing  I  can  speak 
from  is  small  business — ^but  when  they  consider  settling  with  a 
small  business,  one  of  the  items  they  negotiate  about,  that  they 
mention  in  negotiation,  is,  well,  if  you  file  a  claim  and  you  go 
through  the  claims  process,  you  will  be  2  years  at  minimum  and 
maybe  5  years  getting  a  settlement.  By  then  you  may  have  a  moral 
victory,  but  you  may  not  have  a  company. 

They  are  well  aware  of  these  obstacles  to  small  business,  and 
they  use  them  as  a  negotiating  tool.  It  is  a  very  real  problem. 

The  contracting  officer  some  years  ago  would  not  have  been  so 
callous.  They  would  have  been  more  considerate,  I  think.  I  know 
they  were.  They  were  more  willing  to  own  up  to  their  errors,  to  gut 
up  to  the  problem  and  say,  well,  we  made  a  mistake.  Mr.  Draughon 
is  deserving  of  his  money  back;  what  will  you  settle  for?  We  would 
reach  some  compromise  that  both  of  us  could  live  with. 

I  wouldn't  get  all  I  wanted  or  all  that  maybe  the  Government 
owed,  but  I  would  get  something  that  would  be  more  equitable  to 
both  parties.  Whereas,  today,  it  is  not  actually  a  formal  claim  yet. 
We  have  avoided  filing  a  claim.  We  have  gone  through  a  negotia- 
tion process,  a  dispute  resolution  process  with  the  contracting  offi- 
cer. We  have  confronted  them  with  the  evidence  we  have  that  they 
withheld  money  from  our  firm  improperly.  I  have  not  used  due 
process,  have  not  properly  documented  holding  the  money,  but 
they  still  have  over  $500,000  of  our  money,  and  it  is  now  close  to  a 
year-and-a-half  later,  and  out  of  $500,000,  they  offered  to  settle  for 
$150  or  we  go  to  claims. 
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Only  through  the  actions  of  our  Congressman  writing  more  than 
one  letter— he  has  had  to  write  two  letters  to  get  them  to  just  come 
back  to  the  table  to  reconsider  this,  because  going  through  the 
claims  process  is  not  very  practical — it  will  be  as  much  as  4  years 
and  legal  fees.  By  the  time  we  pay  the  lawyers,  it  may  be  meaning- 
less to  get  a  settlement. 

Chairman  Bilbray.  So,  what  we  need  is  some  sort  of  expedited 
appeals  system,  and  maybe  that  leaves  the  particular  agency  and 
goes  to  some  independent  body. 

Mr.  Draughon.  Yes,  sir;  Well,  as  I  am  sure  you  are  aware,  we 
have  the  claims  court  and  appeals  board,  but,  in  fact,  they  are  out 
of  the  reach  of  most  small  business  due  to  the  cost  and  due  to  the 
length  of  time  necessary  to  go  through  the  process. 

Chairman  Bilbray.  So,  what  you  need  is  a  small  business — like 
when  I  was  practicing  law  years  ago,  we  had  the  Small  Claims 
Court.  That  was  expedited;  you  didn't  need  attorneys,  and  you 
went  in  and  pled  your  case  before  some  sort  of  magistrate  and 
could  make  a  decision  right  there  if  it  was  under  a  certain  amount. 
In  Nevada,  I  think  it  is  like  $1,250.  Can  you  go  with  this  expedited 
procedure?  If  it  is  over  $1,250,  or  whatever  it  is  now,  because  they 
change  that  periodically,  then  you  had  to  go  through  the  regular 
court  proceeding. 

Mr.  Draughon.  That  would  be  excellent,  it  really  would. 

Chairman  Bilbray.  It  is  something  we  will  look  at. 

Yes,  Dr.  Rosen. 

Dr.  Rosen.  I  would  like  to  add  something  to  that  as  well.  It  is  not 
an  issue  with  the  protest,  but  in  our  case  it  is  legal  costs  associated 
with  a  disagreement  with  the  audit  agency  and  the  management 
and  administrative  office  of  the  Department  of  Defense.  We  have  a 
situation  that  has  been  going  on  for  just  over  a  year  now  in  which 
we  have  a  difference  of  opinion  which  we  think  could  be  resolved  if 
the  audit  agency  turned  to  qualified  technical  opinion  to  clarify  a 
point  that  we  are  pleading.  I  feel  that  they  have  shown  tremendous 
disregard  for  the  costs  that  are  incurred  by  our  business:  A,  in 
legal  costs;  B,  in  terms  of  our  in-house  staff  continually  generating 
information  to  support  our  case;  and  C,  we  don't  get  paid  on  the 
portion  of  the  contract  money  that  is  withheld  until  final  audit. 

So,  the  Government  owes  us  money.  We  can't  receive  it.  The  in- 
terest on  the  borrowing  that  we  have  to  do  to  finance  our  oper- 
ations, as  you  know,  is  not  a  recoverable  cost  in  the  Government 
contracting  business.  I  mostly  think  that  the  time  that  is  taken 
here  is  just  grossly  unfair  to  a  small  business.  We  are  going  to  be 
forced  to  face  some  sort  of  settlement  because  if  we  go  the  route 
and  go  through  the  protest  process — I  agree  with  what  Mr. 
Draughon  said — we  can't  afford  it. 

Chairman  Bilbray.  Yes,  Mr.  McQueary. 

Mr.  McQueary.  Mr.  Chairman,  the  protest  procedure  is  indeed 
hazardous  for  any  bidder,  especially  a  small  business.  We  found 
that  over  several  years  our  protests  to  the  agency  were  totally  inef- 
fective. The  agency  basically  told  us  their  actions  were  within  the 
discretionary  authority  and  sanctioned  by  the  Federal  Acquisition 
Regulations. 

Recently,  in  August  1992,  CMSD  filed  a  protest  with  the  GAO, 
since  we  were  getting  no  help  from  the  agencies.  GAO  found,  in 
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this  particular  procurement,  that  the  procurement  contracting  offi- 
cer had  not  fairly  considered  the  facts  regarding  bidder  responsive- 
ness. The  procurement  contracting  officer  ignored  a  report  from 
Defense  Contract  Audit  Agency,  which  basically  said  that  the  large 
business  awarded  this  $63  million  contract  should  have  been  found 
nonresponsive. 

Chairman  Bilbray.  Thank  you. 

Mr.  Lancaster,  do  you  have  anything  more? 

Mr.  Lancaster.  No  further  questions. 

Chairman  Bilbray.  What  I  would  like,  in  conclusion,  because 
this  will  be  the  first  of  several  hearings  on  bundling,  not  only  from 
the  industry  point  of  view  but  from  the  agencies,  do  you  have  any 
suggestions  other  than  those  that  have  come  out  today?  Is  the  per- 
centage of  business  set  aside  for  small  business  working? 

We  have  always  had  a  problem  with  DOD  and  others  not  meet- 
ing their  minimum  requirements.  Do  you  feel  that  they  are  disre- 
garding this,  or  do  you  think  they  are  making  a  legitimate  attempt 
to  try  to  meet  their  goals  from  your  own  business  side  of  it? 

Mr.  Wallace.  I  think  probably  they  might  be  making  the  at- 
tempt. I  think  it  is  falling  somewhat  short.  In  our  particular  arena, 
we  would  like  to  see,  if  possible,  some  legislation  introduced  that 
would  destroy  not  only  the  LINCS  contract  as  we  see  it  today,  but 
also  FTS  2000,  which  are,  needless  to  say,  large  Government  con- 
tracts that  have  been  awarded  to  albeit  U.S.  Sprint,  AT&T,  and 
MCI,  and  we  feel  like  it  is  costing  the  Federal  Government  and  the 
taxpayers  millions  upon  millions  of  dollars  a  year  annually  in  in- 
creased costs  because  those  contracts  are  not  able  to  be  bid  success- 
fully by  small  business  on  a  regional  basis. 

We  feel,  if  those  contracts  could  be  regionalized,  that  even 
though  it  might  secure  some  contracting  officer's  jobs  potentially, 
that  the  cost  savings  would  far  outweigh  the  additional  administra- 
tive expense  that  the  Government  would  incur  in  possibly  adminis- 
tering 10  to  15  contracts  on  a  regional  basis  as  opposed  to  one  or 
two  large  national  contracts. 

Chairman  Bilbray.  Mr.  Draughon. 

Mr.  Draughon.  I  think,  in  fact,  the  Government  procuring  ac- 
tivities are  not  seeking  ways  to  let  small  business  contracts;  they 
are  doing  the  opposite.  They  are  seeing  how  they  can  bundle  things 
together  and  eliminate  small  business  set-asides. 

I  have  seen  a  number  of  them  in  recent  weeks.  Keesler  Air  Force 
Base  has  a  food  service  contract  that  historically  has  been  small 
business  set-aside  in  all  the  time  I  have  been  familiar  with  it,  and 
that  is  almost  20  years.  Today,  it  is  solicit  unrestricted.  There  is  no 
need  for  it.  There  is  no  one  out  there  who  I  see  is  looking  at  what 
the  Government  buys  and  taking  a  meticulous  approach  to  seeing 
how  it  can  be  set  aside  instead  of  how  it  can  be  put  on  an  unre- 
stricted basis. 

I  think  people  are  being  misguided  in  thinking  that  small  busi- 
ness can  bid  on  all  these  large  operations  and  that  small  business 
can  be  treated  fairly  by  their  big  brother,  the  large  business.  I 
think  some  are  being  misled.  It  is  a  severe  problem. 

Another  thing  that  hasn't  been  mentioned  is  commercial  activity 
studies.  Back  in  the  early  to  mid-1980's,  our  little  firm  won  six 
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commercial  activity  studies  with  the  Air  Force,  the  Navy,  and  the 
Army.  They  have  gone  the  way  of  the  dodo  bird. 

I  don't  know  of  any  commercial  activity  studies  being  conducted. 
I  think  that  is  an  avenue  where  small  business  can  create  work 
and  jobs  on  these  installations  and  save  the  Government  money.  In 
every  instance,  we  won  them  because  we  bid  a  price  that  saved  the 
Government  money. 

Chairman  Bilbray.  I  see. 

Dr.  Rosen. 

Dr.  Rosen.  It  is  my  experience  that  the  agencies  that  we  deal 
with  are  meeting  their  small  business  goals.  The  problems  that  I 
see  are  that  the  contracts  that  are  being  bundled  are  the  critical 
R&D  contracts  within  that  agency.  If  you  are  not  part  of  that  criti- 
cal technology — or  let's  put  it  the  other  way.  If  we  are  part  of 
working  in  that  critical  technology,  we  enhance  our  capability  to 
market  our  services  to  other  segments  of  industry  and,  thereby,  to 
create  more  jobs. 

So,  just  the  numbers  themselves,  I  think,  are  not  the  answer  in 
the  R&D  area. 

If  I  might  add  just  one  small  comment  about  costs,  I  don't  believe 
that  these  studies  that  talk  about  efficiencies  of  scale  apply  to  the 
services  sector.  I  think  that  we  small  companies  can  be  more  effi- 
cient than  the  large  companies  when  we  are  providing  services — 
not  manufacturing  things,  I  can't  speak  to  the  manufacturing  in- 
dustry. I  would  be  very  skeptical  about  any  of  these  general  stud- 
ies, and  I  would  like  to  see  your  mandate  to  the  DOD  include  some 
breakdown  as  to  the  type  of  activities  under  the  bundled  contracts. 

Chairman  Bilbray.  Well,  thank  you,  gentlemen.  We  appreciate 
your  coming.  It  is  now  almost  noon.  We  will  let  you  off  for  lunch, 
maybe  let  Congressman  Lancaster  go  eat,  too,  and  myself  We  ap- 
preciate your  coming.  This  will  be  the  first,  as  we  mentioned,  of 
several  hearings,  and  we  hope  we  can  do  something  for  the  situa- 
tion that  is  applying  to  you. 

The  meeting  is  concluded. 

[Whereupon,  at  11:47  a.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  Chair.] 
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Chairman 
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"Hearings  on  the  effect  of  federal  contract  bundling  on  small  businesses." 


Today,  the  Subcommittee  continues  its  investigation  into  the  contract  bundling  practices  of  the 
federal  government  and  the  damage  that  it  is  causing  to  the  small  business  contracting 
community. 

The  Subcommittee  was  particularly  disappointed  that  the  report  which  was  presented  to  us  by 
the  SBA,  was  severely  lacking  in  tangible  facts  to  the  bundling  problem.  Unfortunately,  its  main 
conclusion  was  that  more  study  was  needed  in  order  to  determine  the  scope  of  the  problem. 

This  Subcommittee  not  only  has  long  accepted  there  is  a  problem  but  believes  action,  not  further 
study  is  warranted.  To  this  end,  the  subcommittee  has  taken  a  number  of  initiatives.  Today, 
for  those  who  still  choose  to  question  the  validity  or  the  existence  of  bundling  problems,  we  will 
receive  testimony  from  a  number  of  small  business  people  who  will  provide  us  with  the  tales  and 
the  reality  of  how  this  practice  is  affecting  small  businesses. 

Secondly,  the  Subcommittee  will  be  seeking  statutory  and  report  language  in  the  DoD 
.Authorization  Bill  that  will  demand  that  DoD  and  the  GAO  collect  and  present  to  this  Committee 
and  the  Committee  on  Armed  Services  hard  numbers  and  data  on  the  effect  that  this  practice  is 
having  on  small  businesses. 

This  Subcommittee  is  firmly  committed  to  the  current  government  wide  efforts  to  reform, 
streamline  and  modernize  the  way  government  contracts.  However,  we  stand  firmly  opposed 
to  efforts  that  will  undermine  the  participation  of  small  businesses  or  exclude  them  in  any  way. 
If  these  reforms  are  to  be  successful,  government  contracting  personnel  must  realize  that 
bundling  is  not  an  acceptable  practice. 

I  welcome  the  witnesses  here  today  and  the  participation  and  assistance  that  so  many  members 
of  this  Committee  have  given  the  Subcommittee.  I  look  forward  to  the  testimony  and  the 
comments  that  we  will  receive  today. 

I  would  like  to  now  give  the  opportunity  to  the  members  of  the  subcommittee  and  also  those 
other  members  that  have  joined  us  today  to  make  introductory  remarks. 
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Statement  of  Congress  woman  Clayton 
July  12,  1993 

I  want  to  thank  the  Chairman  for  holding  this  series  of 
hearings  on  contract  bundling.    This  is  a  very  important  issue  to 
many  small  businesses  who  are  finding  it  increasingly  difficult  to 
participate  in  federal  procurement  activities. 

Many  of  our  small  businesses,  as  today's  witnesses  have 
written  in  their  testimony,  depend  on  Federal  government 
contracts  to  supplement  their  private  sector  work.    The  Federal 
government  contracts  are  important  to  small  businesses,  and 
many  small  businesses  can  provide  their  services  at  low  costs  to 
the  Federal  government. 

I  am  very  grateful  to  the  small  business  owners  who  are 
here   today  to  testify  about  the  effects  contract  bundling  could 
have  on  their  businesses.    I  am  especially  happy  to  see  two 
witnesses  on  the  panel  from  my  home  state  of  North  Carolina, 
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and  welcome  them  to  the  subcommittee. 

I  look  forward  to  hearing  the  testimony  of  the  witnesses  and 
to  working  on  this  issue  with  them. 
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Mr.  Chairman  and  Members  of  the  Subcommittee 

I  am  B.  Walter  Rosen,  founder  and  president  of  the  Materials  Sciences  Corporation 
(MSC)  of  Fort  Washington,  PA.  I  em  pleased  to  have  this  opportunity  to  present  the 
experiences  of  my  company  with  respect  to  recent  changes  in  Government  procurement 
practice.  I  wish  to  thank  Representative  Marjorle  f^/largolies-Mezvinski  and  her  staff,  as 
well  as  the  subcommittee  staff  for  helping  to  arrange  this  opportunity  for  me. 

MSC  is  a  small  high  technology  business  engaged  in  the  development  and 
application  of  methods  for  the  design  and  analysis  of  advanced  composite  materials  and 
structures.  The  technology  of  these  materials,  which  include  fiber  reinforced  plastics, 
metals  and  ceramics,  appears  on  most  lists  of  technologies  critical  for  the  future  health 
of  our  nation's  industries.  Although  our  company  has  never  exceeded  a  total  of  thirty 
employees,  methods  and  software  developed  by  us  are  used  throughout  the  aerospace 
industry  and  increasingly  in  such  fields  as  trensportation  vehicles,  recreational  vehicles, 
and  power  generation.  Our  company's  work  is  known  in  developed  nations  throughout 
the  world.  Over  the  23  years  of  our  existence,  various  Government  agencies  have 
utilized  our  services  through  the  award  of  research  and  development  contracts.  At  the 
present  time,  we  are  engaged  in  contract  research  for  the  Departments  of  Defense, 
Energy  and  Transportation  as  well  as  NASA  and  the  National  Science  Foundation. 
These  contracts  were  generally  awarded  to  MSC  as  a  result  of  competitive  procure- 
ments in  which  our  direct  competitors  included  Universities,  Non-Profits,  and  Major 
Aerospace  corporations,  as  well  as  other  small  businesses. 

I  am  here  today  to  describe  how  several  changing  procurement  practices  have 
greatly  increased  the  difficulties  my  company  encounters  in  trying  to  receive  Govern- 
ment contract  avv'ards  in  the  area  of  our  recognized  technical  expertise.  The  principal 
issue  to  be  discussed  here  is  the  effect  upon  small  businesses  of  the  growing  use  of 
bundled  contracts  awarded  to  teams  or  consortia.  Related  to  this  are  the  increasing 
requirements  for  cost-sharing  in  Government  R&D  contracts.    I  also  wish  to  address. 
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briefly,  ths  effect  of  options  eveilable  to  Government  egencies  for  procurement  of 
services  utilizing  contract  forms  which  are  generally  not  available  to  small  businesses 
such  as  ours.  To  help  you  understand  my  viewpoint,  I  emphasize  again  that  MSC  is  a 
small  company  -  fewer  than  twenty-five  employees  -  and  that  wa  provide  services  -  not 
products. 

The  two  major  effects  of  contract  bundling  upon  our  business  are  the  very 
substantial  increase  in  our  m8rl<eting  costs,  and  the  reduction  in  the  probability  of 
success  in  attaining  a  contract  award.  Costs  increase  because  wa  must  identify  the 
needs  of,  and  present  our  capabilities  to,  both  the  contracting  Government  agency  and 
es  many  of  the  key  potential  prime  contractors  as  we  can  identify.  Our  bidding  success 
rate  declines  because  it  is  not  enough  to  convince  the  Government  agency  that  our 
proposed  program  should  be  funded;  v/e  must  also  convince  the  winning  prime 
contractor,  whose  identify  is,  of  course,  unknown  until  the  completion  of  the  contract 
award,  In  addition,  being  selected  to  be  on  a  team  does  not  guarantee  that  we  will  be 
awarded  a  contract  even  if  our  team  is  successful.  This  risk  occurs  because  of  changes 
made  in  the  work  statement  for  the  prime  during  negotiations  in  which  the  sub-contrac- 
tors do  not  participate,  and  because  the  prime  may  still  elect  to,  or  be  required  to,  award 
the  subcontracts  via  a  second  competitive  procurement.  Also,  some  team  type  awards 
are  task  order  contracts,  again  resulting  in  uncertain  sub-contract  awards  and  in  the 
need  for  a  second  proposal. 

I  would  like  to  illustrate  these  problems  with  two  actual  experiences,  Frequently, 
we  obtain  R&D  contract  work  as  a  result  of  a  marketing  effort  based  on  personal 
interaction  between  our  engineers  and  the  prospective  client.  This  starts  with  a 
discussion  of  the  relationship  between  our  clients  needs  and  our  company's  capabilities. 
In  my  first  example,  such  discussions  originated  with  a  government  agency  in  mid  1 990. 
The  agency's  tf-chnical  representative  wea  very  interested  in  the  MSC  plan  and  in  our 
capabilities  to  meet  his  needs.  Therefore,  he  explored  various  paths  for  awarding  a 
contract  to  MSC.  Discussions  between  us  continued  throughout  1991,  but  there  was 
no  success  in  finding  a  feasible  contracting  mechanism.  The  option  of  using  a 
conventional  competitive  procurement  was  considered  by  the  agency  representative  to 
be  prohibitively  complex  for  a  modest  sized  contract.  Early  in  1992  it  was  suggested 
that  the  most  promising  funding  mechanism  would  be  for  MSC  to  become  a  member  of 
a  team  led  by  one  of  the  major  airframe  manufacturers.  These  teams  would^soon  ba 
bidding  for  a  task  order  contract  whose  scope  included  the  MSC  ares  of  interest.  Wa 
approached  four  candidate  primes,  traveling  across  the  country  to  approach  one  of 
them,  and  were  accepted  onto  the  teams  of  three  of  the  primes.  We  wrote  three 
different  proposals,  which  were  incorporated  into  the  prime  proposals  submitted  in  mid 
1992.  During  the  1991-92  time  frame,  we  traveled  to  attend  two  major  technical 
conferences  to  keep  in  touch  with  the  key  industry  and  Government  technical  personnel. 
We  also  attended  end  presented  some  of  our  related  work  at  a  technical  workshop  on 
the  general  subject  of  our  proposed  work.  Finally,  last  month  two  of  the  primes  whose 
teams  we  v^ere  part  of  received  large  task  order  contracts.  However,  the  initial  tasks 
under  these  contracts  were  not  in  the  area  of  our  planned  work.  We  are  now  advised 
that  we  should  prepare  summaries  of  our  proposed  work  in  order  to  help  the  prime 
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convince  the  agency  technical  representatives  to  allocete  early  funding  to  the  problem 
areas  which  will  utilize  the  MSC  expertise.  The  primes  feel  strongly  ebout  the 
importance  of  the  work  in  these  areas  for  the  success  of  the  overall  program.  However, 
there  Is  still  no  commitment  as  to  the  level  of  MSC's  participation  in  the  program  or 
even  to  our  actual  participation.  As  you  can  imagine,  this  is  a  substantial  marketing 
effort  for  us,  which  is  both  costly  and  time  consuming.  It  is  en  effort  which  has  been 
encouraged  by  the  positive  response  of  the  primes  and  of  the  agency  representatives. 
But  there  is  still  no  contract  to  help  cover  the  costs. 

tvly  second  example  relates  to  a  program  wherein  a  very  large  contract  was 
awarded  to  a  consortium  of  two  major  aerospace  industry  corporations,  Here  MSC 
approached  one  of  these  primes  to  offer  our  services  after  the  prime  contract  had  been 
awarded.  This  marketing  effort  again  involved  visiting  both  primes  and  the  government 
agency.  Again  attendance  at  two  major  conferences  to  maintain  contacts  was  required. 
A  plan  for  a  multi-year  effort  at  a  level  greater  than  one  engineer-year  per  year  was 
outlined  by  us.  Finally,  after  two  years,  we  received  an  RFP  with  an  ambitious 
statement  of  work  and  an  Inconsistent  low  dollar  limit  for  our  proposal.  We  responded 
with  a  proposal  to  initiate  work  of  a  planning  nature  on  a  level  of  effort  basis  consistent 
with  the  prescribed  dollar  limit.  The  prime's  response  was  to  request  us  to  cost  share 
one-sixth  of  the  effort.  Only  intercession  by  the  technical  staff  restored  a  small  measure 
of  reason  and  the  small  purchase  order  was  issued. 

In  each  of  these  cases,  the  opportunity  for  MSC  to  make  a  productive  contribution 
to  the  agency's  needs  would  hgve  been  enhanced  greatly  by  a  direct  contracting 
interface  between  MSC  and  the  agency.  Bundling  of  major  R&D  program  contracts  la 
a  relatively  new  and  troublesome  trend.  As  I  have  tried  to  show  by  my  examples,  it 
results  in  a  reduction  In  participation  by  small  business.  The  absence  of  a  small 
business  role  in  these  core  programs  cannot  be  offset  by  having  the  agency  meet  its 
small  business  contracting  goal  through  other  contracts.  Small  business  participation 
in  the  cote  programs  is  critical  for  both  small  and  large  business  success,  and  hence  for 
government  agency  success  with  their  core  programs.  I  recommend  that  your 
committee  consider  a  mandatory  small  business  minimum  target  percentage  within  each 
bundled  contract.  Specific  conditions  could  be  established  to  set  the  characteristics  of 
contracts  for  which  an  individual  goal  would  be  set.  These  could  include  contract  size, 
number  of  subcontractors,  etc.  The  attainment  of  desirable  small  business  government 
contract  volume  must  result  by  transferring  part  of  the  contract  volume  of  the  large 
contractor.  Care  must  be  taken  to  avoid  having  the  various  segments  of  the  supporting 
casts  (i.e.,  small  business,  small  disadvantaged  business,  universities,  etc.)  fight  among 
themselves  for  a  declining  percentage  of  the  total  contract  volume. 

The  second  issue,  cost-sharing,  is  generally  encountered  by  us  within  the 
framework  of  teams  or  consortia.  Many  current  procurements,  including  the  newly 
emphasised  "dual-use"  technology  programs,  require  substantial  cost-sharing  by  the 
participants.  In  our  organization,  our  services  are  generally  provided  on  the  basis  of  an 
hourly  fee  for  members  of  the  professional  staff.  Most  clients  require  unique  contracts 
defining  their  particular  needs.   The  lack  of  a  repetitive  product,  which  I  believe  to  be 
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a  characteristic  of  many  service  firms,  precludes  most,  it  not  all,  of  the  opportunity  to 
recoup  the  investment  represented  by  cost  sharing.  I  believe  that  this  situation  makes 
us  seem  to  be  a  less  desirable  team  member  In  the  eyes  of  the  prime  contractor.  I 
advocate  that  your  committee  consider  a  waiver  of  cost  sharing  requirements  for  small 
business  participants  in  bundled  contract  procurements.  This  would  enhance  the  value 
of  a  small  business  participant  end  serve  to  increase  the  subcontract  awards  to  small 
business. 

The  third  issue  relates  to  the  choices  that  technical  program  managers  have  whan 
they  must  procure  outside  R&D  services  to  support  their  program.  Some  of  the  options 
which  are  available  which  are  competitive  with  a  contract  award  to  a  small  business 
such  as  MSC  are:  issue  a  Qfant  to  a  University  researcher;  engaQe  a  scientist  on  site 
thru  an  existing  non-personal  services  contract;  engage  a  scientist  at  a  large  corporation 
through  an  existing  task  order  contract.  Given  these  options,  choosing  a  competitive 
procurement  in  order  to  obtain  the  services  of  MSC  becomes  a  bureaucratic  and 
undesirable  choice.  Too  often,  we  are  told  "we  like  what  you  are  proposing,  but  we 
can't  reach  you,  contractually".  A  strbamlined  procurement  process  for  small  business 
would  be  of  great  value.  I  recommend  that  your  committee  consider  applying  the 
procedures  used  in  awarding  research  grants  to  universities  to  the  case  of  R&D  contract 
awards  to  small  technology  businesses.  (Perhaps,  limiting  this  to  truly  small  business- 
es.) 

While  I  have  focused  here  on  some  problems  of  the  relationship  between  small 
business  end  government,  I  am  very  aware  of  the  fact  that  there  are  programs  which 
are  intended  to  help  the  small  company.  We  have  participated  in  small  business  set 
aside  programs  and  in  the  Small  Business  Innovative  Research  (SBIR)  programs.  I  will 
point  out  that  set-asides  which  are  limited  to  firms  under  1 000  (or  even  BOO)  employees 
are  of  limited  value  to  firms  of  fewer  than  25  employees.  I  might  also  add  that,  despite 
the  growing  importance  of  the  service  sector  of  our  economy,  the  SBIR  program  seems 
to  be  moving  toward  a  strong  focus  on  goods,  rather  than  services;  but  that  subject  is 
beyond  the  scope  of  this  presentation. 

In  summary,  we  have  all  seen  the  statistics  which  show  small  business  to  be  the 
dominant  creator  of  new  jobs,  In  my  years  of  experience,  I  have  witnessed  the  critical 
role  of  small  business  in  the  development  of  technology.  What  must  be  recognized  is 
that  any  actions  in  government  procurement  or  otherwise  which  hurt  small  high  tech 
business  will  hurt  the  development  of  technology  by  industry  at  large,  including  the 
largest  of  companies.  It  is  necessary  to  ensure  that  small  business  is  not  hurt 
inadvertently  by  new  procurement  policies  which  were  created  to  deal  with  the  needs 
of  large  organizations  and/or  the  Government. 

I  have  tried  to  provide  an  introduction  to  what  I  perceive  to  be  new  problems  in 
the  government  procurement  process  for  services  of  small  businesses,  1  would  be 
delighted  to  have  the  opportunity  to  respond  to  any  questions.  I  greatly  appreciate  your 
interest  in  my  concerns,  and  1  thank  you  for  this  opportunity  to  present  them  to  you. 
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Good  morning  Mr.  Chairman  and  Honorable  Members  of  the  Committee. 
I  want  to  thank  the  Committee  for  allowing  Continental  Maritime 
to  participate  in  your  review  of  procurement  bundling.  We 
particularly  appreciate  the  committee's  efforts  in  support  of 
small  businesses.  We  believe  a  healthy  small  business  community 
is  a  vital  element  of  our  National  economy.  Indeed,  the  majority 
of  the  growth  in  the  number  of  jobs  in  the  United  States  in  the 
1980' s  appears  to  have  come  from  the  small  business  sector; 
while,  during  the  same  period,  "Fortune  500"  employment  declined. 

Continental  Maritime  is  a  small  business  shipyard  located  in  San 
Diego,  California.  Continental  provides  facilities,  shipyard 
services,  and  marine  repair  capabilities,  including  large  ship 
drydocking.  (Note:  All  of  the  small  business  shipyards  in  San 
Diego  satisfy  drydock  requirements  by  renting  the  Naval  Station 
Graving  Dock  when  it  is  not  restricted.)  Continental  is  a  Master 
Ship  Repair  (MSR)  contractor,  approved  by  Naval  Sea  Systems 
Command  (NAVSEA) ,  providing  non-nuclear  surface  ship  repair  and 
alteration  services,  SIC  3731,  to  the  Supervisor  of  Shipbuilding 
Conversion  and  Repair,  USN,  (SUPSHIPS)  located  at  the  U.S.  Naval 
Station,  San  Diego. 

CONTRACT  BUNDLING: 

Bundling  has  been  defined  as  the  practice  of  consolidating  into  a 
single  large  contract  solicitation,  multiple  procurement 
requirements  that  were  previously  solicited  and  awarded  as 
separate  smaller  contracts.  The  following  information  outlines 
the  effects  of  Federal  procurement  bundling  on  Navy  ship  repair 
in  the  San  Diego  "Homeport"  area,  defined  as  a  fifty  mile  radius 
around  regional  concentrations  of  Navy  ships.  The  San  Diego  ship 
repair  industrial  base  consists  of  eight  MSR  shipyards.  Five  are 
small  business  concerns,  including  two  that  are  minority  owned 
and  operated. 

We  believe  Federal  procurement  bundling  to  be  a  major  impediment 
to  small  business  ship  repair  firms  in  the  San  Diego  region.  We 
hope  the  Honorable  Members  of  Congress  on  this  Committee  will 
agree,  and  act  to  increase  small  business  access  to  ship  repair 
procurements;  and  in  doing  so,  reap  the  intended  benefits  of  full 
and  open  competition. 
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BACKGROOND : 

Prior  to  1980,  Navy  ship  repair  work  was  generally  procured  "one 
ship  at  a  time".  The  Navy  used  a  variety  of  depot  maintenance 
availability  types,  including  Regular  Overhauls  (ROH) ,  and 
Selected  Restricted  Availabilities  (SRA)  .  Although  some 
contracts  were  solicited  by  NAVSEA,  most  ship  repair  was  procured 
by  SUPSHIPS  San  Diego  using  Sealed  Bids  (Invitation  For  Bids  - 
IFB) ,  and  Firm  Fixed  Price  (FFP)  contracts.  Small  business 
participation  was  assured  in  each  procurement  agency/activity  by 
a  Small  Business  Representative.  Small  business  set  asides  were 
used,  in  accordance  with  Public  Law,  to  prevent  domination  of  the 
local  industry  by  large  business  shipyards. 

In  1979,  the  Phased  Maintenance  Program  (PMP)  was  initiated  to 
test  commercial  ship  maintenance  practices  on  Navy  auxilliary 
ships.  The  program  substituted  a  series  of  repair  periods  called 
Phased  Maintenance  Availabilities  (PMA's)  in  place  of  ROH's,  and 
SRA's.  The  PMP  was  tested  on  three  ships:  USS  Sylvania,  USS  San 
Diego,  and  USS  Concord.  In  the  mid-1980' s,  the  PMP  expanded  to 
include  other  types  of  ships.  NAVSEA  began  bundling  ship  repair 
requirements  into  massive  packages  containing  up  to  five  ships  of 
the  same  class  with  five  (one  year)  options  for  follow-on 
availabilities.  The  program  has  grown  to  over  150  ships 
nationwide,  and,  according  to  Navy  spokesmen,  is  expected  to 
expand  to  additional  classes  of  ships  in  the  next  few  years. 

PMP  bunding  removes  designated  ships  from  the  bid  list  for  a 
period  of  five  years.  Bundling  has  radically  decreased  the  number 
of  ships  available  for  single  contract  bidding  by  small  business 
shipyards.  As  a  result,  ships  are  concentrated  in  a  few  large 
business  shipyards  and,  as  "experienced"  incumbents,  these  yards 
are  assured  of  follow-on  contracts  in  perpetuity.  In  some  cases, 
work  on  complete  classes  of  ships  in  the  homeport  have  been 
allocated  to  incumbent  large  businesses. 

All  of  the  PMP  contracts  have  been  procured  using  Formal  Source 
Selection"  (FFS) ,  relying  on  Request  For  Proposal  (RFP),  and  Cost 
Reimbursable  (CPFF,  CPAF)  type  contracts.  Without  exception,  San 
Diego  PMP  contracts  have  been  awarded  to  large  business 
shipyards.  For  all  intents  and  purposes.  Navy  PMP  ship  repair  in 
San  Diego  is  set  aside  for  large  business. 


ELEMENTS  OF  THE  PROBLEM: 

Small  business  procurement  participation  is  hindered  by  three 
major  elements:  The  Navy's  Phased  Maintenance  bundling;  its 
reliance  on  Formal  Source  Selection  methodology;  and  the  Small 
Business  Competitiveness  Demonstration  Program  (Program)  which 
eliminated  small  business  set  asides.  These  elements  have 
combined  to  erect  insurmountable  obstacles  to  small  business  ship 
repair  firms  in  the  San  Diego  homeport. 
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I.  PHASED  MAINTENANCE  PROGRAM  (PMP) 

Expansion  of  the  PMP  was  intended  to  increase  the  perceived 
benefits  of  applying  commercial  maintenance  practices  to  Navy 
ships.  As  more  ships  were  added  to  the  Program,  small  businesses 
found  themselves  unable  to  compete,  and  thus  small  business 
participation  decreased.  Designated  ships  were  taken  out  of  the 
local  SUPSHIPS  procurement  cycle  -  which  is  generally  accessible 
to  small  businesses  -  and  incorporated  into  NAVSEA' s  procurement 
cycle,  which  has  been  insensitive  to  the  concerns  of  San  Diego 
small  business  shipyards.  The  natural  cause  and  effect  of  the 
larger  bundles  of  ships  and  work  requirements  is  the  increased 
incidence  whereby  one  or  more  elements  within  a  work  package  may 
render  small  business  bidders  nonresponsive.  A  requirement  which, 
by  itself,  constitutes  only  a  small  portion  of  the  overall  work 
package,  but  by  its  unique  nature  may  virtually  reserve  the 
entire  work  package  for  large  business. 

For  example,  many  of  the  PMP's  have  included  private  drydock 
requirements  which  reflected  only  a  small  segment  of  the  work, 
but  in  effect,  set  aside  the  complete  package  for  large  business. 
All  small  business  shipyards  in  San  Diego  utilize  the  Naval 
Station  Graving  Dock  (NSGD)  when  it  is  not  restricted.  However, 
NAVSEA  has  refused  to  allow  the  Graving  Dock  to  be  used  on  PMP 
procurements. 

NAVSEA  maintains  that  it  merely  constructs  a  set  of  requirements, 
for  which  there  are  at  least  two  potential  bidders.  If  small 
business  shipyards  cannot  meet  the  requirements,  such  is  not  the 
concern  of  the  agency.  We  submit,  however,  that  the  agency  knows 
that  its  requirments  are,  in  effect,  explicitly  tailored  to  meet 
the  capabilities  of  only  two  large  business  shipyards. 

As  it  is  presently  administered  in  the  San  Diego  region,  the  PMP 
appears  to  be  merely  a  convenience  to  the  Navy,  and  a  financial 
windfall  for  two  elite  large  business  shipyards.  Alternatives  to 
the  present  system  could  increase  competition,  allow  more  small 
business  participation,  decrease  ship  repair  costs,  and  retain 
the  current  level  of  ships'  material  conditions. 


II.  FORMAL  SOURCE  SELECTION  (FSS) : 

As  more  ships  were  bundled  into  the  PMP,  NAVSEA  increasingly 
relied  on  the  FSS  procurement  format.  NAVSEA  claims  FSS  is 
necessary  due  to  the  magnitude  and  complexity  of  the  bundled  work 
requirements.  NAVSEA  solicits  PMP  ship  repair  using  the  Request 
For  Proposal  (RFP)  procurement  method.  Although  already  audited, 
surveyed  and  certified  to  be  qualified  for  Navy  ship  repair  work, 
MSR  shipyards  must  prepare  and  submit  detailed  technical  and  cost 
proposals  for  each  individual  procurement.  The  agency  claims  the 
proposals  are  necessary  to  demonstrate  an  understanding  of  the 
solicitation  recjuirements. 
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In  other  words,  fully  qualified  shipyards  currently  performing 
complex  work  requirements  on  a  succession  of  single  bid  ships  are 
required  to  "demonstrate"  -  rhetorically  -  how  they  would 
accomplish  the  same  work  on  a  multiple  succession  of  exactly  the 
same  types  of  ships.  Most  of  the  ships  currently  in  the  PMP  are 
mature  Navy  surface  vessels.  These  ships  have  been  in  the  fleet 
for  many  years,  and  have  been  repaired  at  one  time  or  another  by 
all  of  the  shipyards  responding  to  a  typical  RFP .  Most  of  the 
work  requirements  are  repetitive  ship  repair  tasks,  or  ship 
alterations  similar  to  work  accomplished  on  a  regular  basis.  Yet, 
each  RFP  requires  a  separate  technical  proposal.  We  believe  the 
RFP  process  and  the  subjective  technical  reviews  are  redundant 
and  wasteful,  since  each  RFP,  for  all  intents  and  purposes, 
repeats  the  MSR  qualification  process. 

The  agency  contends  the  FSS  process  to  be  fair  and  impartial.  The 
results  of  proposal  evaluation,  and  the  assignment  of  grades  by 
the  PCO  are  deemed  to  be  unbiased,  since  the  evaluation  criteria 
are  determined  before  proposals  are  received  from  prospective 
bidders.  However,  the  process  incorporates  such  broad  discretion 
on  the  part  of  the  PCO,  that  in  many  cases  the  final  outcome 
appears  totally  biased  toward  large  business.  In  fact,  FSS  has 
restricted  small  business  competition  and  resulted  in  the  award 
of  all  PMP  ship  repair  work  in  the  San  Diego  homeport  to  large 
business  shipyards. 

In  a  recent  example  of  FSS  inequity,  NAVSEA  improperly  evaluated 
proposals  resulting  in  the  award  of  a  PMP  contract  to  a  large 
business.  Continental  protested  to  the  General  Accounting  Office 
(GAO)  arguing  that  NAVSEA  had  ignored  solicitation  "cost 
management,  collection  and  reporting  requirements",  which,  if 
evaluated  properly,  would  have  rendered  the  awardees  proposal 
nonresponsive .  The  Defense  Contract  Audit  Agency  (DCAA)  had 
reported  significant  cost  accounting  deficiencies  in  the 
awardee's  existing  San  Diego  PMP  cost  contracts. 

Despite  such  findings,  the  agency  -  citing  "urgent  and  compelling 
reasons"  -  awarded  the  contractor  a  five  ship,  five  year,  "cost 
reimbursment"  contract  totaling  $63,000,000.  Eight  months  later, 
GAO  sustained  our  protest,  and  ruled  that  NAVSEA  had  improperly 
evaluated  the  awardee's  proposal.  However,  as  in  many  sustained 
protests,  GAO  failed  to  order  an  equitable  remedy,  asserting  that 
it  had  no  basis  to  do  so,  because  the  contract  was  awarded,  and 
the  elements  of  the  proposals  were  exposed. 

During  our  protest,  we  found  the  procuring  agency  hostile,  and 
without  sympathy  to  the  exclusion  of  small  business.  We  also 
found  that  the  general  response  of  procurement  oversight  forums 
has  been  to  grant  agencies  extremely  broad  discretion  and 
authority  in  the  lettering  of  contracts.  An  agency  can,  with 
apparent  impunity,  manipulate  the  procurement  system  to  fit 
virtually  any  desired  or  predetermined  outcome.  Absent  fraud,  or 
abuse  of  discretion,  an  agency  may  successfully  rebuff  any  and 
all  criticism. 
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Based  on  the  "pro-agency",  "anti-protest"  environment,  only  10 
percent  of  bid  protests  are  ever  sustained  and  a  great  number  of 
protestors  find  that  -  as  in  our  situation  -  winning  the  issue 
does  not  usually  result  in  winning  the  improperly  awarded 
contract . 

NAVSEA  FSS  procurement  methodology,  utilized  to  solicit,  evaluate 
and  award  San  Diego  ship  repair  contracts,  has  been  neither  fair, 
just,  nor  cost  effective  in  its  preference  for  large  business. 
FSS  incorporates  the  maximum  potential  for  abuse  of  discretion, 
and  thus  erodes  public  confidence.  Regardless  of  the  laws 
prohibiting  unfair  bias  or  even  worse,  improprieties  occur  on  a 
regular  basis.  The,  so  called,  "111  Wind"  investigations  and 
resulting  convictions  were  the  result  of  FSS  procurements. 

FSS,  by  its  intrinsic  nature,  generates  suspicion  and  distrust 
since  it  relys  on  RFP's  which  are  concealed  from  the  public, 
opened  and  reviewed  in  secret,  evaluated  by  subjective  criteria, 
circulated  within  the  procuring  agency,  and  susceptible  to 
manipulation  by,  and  exposure  to,  unauthorized  persons.  The 
increasing  level  of  bid  protests,  and  media  outcry  can  attest  to 
the  public's  disenchantment  with  the  FSS  process. 


III.  Small  Business  Competitiveness  Demonstration  Program 
The  anti-small  business  climate  of  Phased  Maintenance  and  Formal 
Source  Selection  were  reinforced  by  Title  VII  of  P.L.  100-656, 
the  "Business  Opportunity  Development  Reform  Act  of  1988".  The 
Act  established  the  Small  Business  Competitiveness  Demonstration 
Program  (Program)  ,  which  eliminated  small  business  set  asides  in-- 
designated  industries,  including  ship  repair,  for  a  period  of 
four  years.  The  Act  appointed  the  Small  Business  Administration 
(SBA)  and  the  Office  of  Federal  Procurement  Policy  (OFPP)  as  the 
agencies  responsible  for  monitoring  the  Program.  OFPP  was 
directed  to  collect  contract  award  distribution  data  from 
designated  agencies  and  report  the  results  annually.  The  Program 
included  four  industry  groups:  Construction;  Refuse  Systems; 
Architectural  &  Engineering  Services;  and  Non-nuclear  Ship 
Repair. 

(1)  No  objective  basis  was  established  for  the  selection  of  NNSR 
to  participate  in  the  Program.  NNSR  did  not  conform  to  either  of 
the  two  stated  criteria  for  industry  group  selection.  According 
to  OFPP's  First  Annual  Report,  the  stated  purpose  of  the  Program 
and  the  industry  group  selection  criteria  were:  First  Annual 
Report,  Page  (1)  "Purpose",     "The  purposes   of  the  Program  are 
threefold:    (1)    to  determine   if  small  businesses  can  successfully 
compete  on  an   unrestricted  basis  for  Federal   contracts;    (2)    to 
determine  if  the   use  of  targeted  goaling  techniques  can  expand 
small  business  participation  in  areas   where  Federal   contracting 
opportunities  have  been   low  historically;    and    (3)    to  demonstrate 
whether  the  expanded  use   of  full   and  open  competition  adversely 
affects  small  business  participation  in  certain   industry  groups." 
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OFPP's  First  Annual  Report,  Page  (4)  "Historical  Data", 
"Contract   awards   for  the   ten  agencies   selected  to  participate   in 
the  Program   represented  over   95  percent   of  all   Federal   contract 
awards  made  in  Fiscal    Years    (FY's)    87  and  88.    Prior  to   the 
implementation   of  the  Program,    small   businesses   in   two   of   the 
four  industries    (construction   and  refuse)    received  over  half  of 
the  Federal   contract   dollars  awarded  by  the   ten   agencies  in   the 
Program.    For  example,    small   construction    firms   received  52 
percent   and  54  percent   of  Federal    construction   contract   dollars 
awarded  by  the  participating  agencies   in  FY's   87  and  88, 
respectively.    In   contrast,    for   the   third  industry  group,    A&E 
services,    small   businesses   received  a   much   lower  percentage   of 
contract   dollars   than   the   40  percent   small  business  participation 
threshold  established  for  the   Program.    In   this   industry,    small 
businesses   received  less   than   25  percent    of  all   A&E  sevices 
contract   dollars  awarded  for  both  FY's   87  and  88.    The  fourth 
industry  group,    non-nuclear  ship  repair,    is   a  new  industry  group 
that   was   created  for  the  Program.    Therefore,    baseline  data  for 
comparison  purposes  is  not  available. "  (Emphasis  added) 

(2)  OFPP's  annual  reports  hava  not  segregated  the  distribution  of 
Federal  contract  awards  between  the  SIC  3731,  FPDS  service  codes 
J998,  and  J999  within  the  NNSR  industry  segment.  OFPP's  Final 
Policy  Directive,  Section  IV,  Part  B,  Paragraph  3, "Codes   for 
Monitoring  and  Reporting  Goal   Attainment   For   The  Four  Designated 
Industry  Groups"  -    "Non-nuclear  Ship  Repair  is  included  within 
SIC  3731.    Since   this  SIC  includes   all   ship  repair  as   well   as 
shipbuilding,    participating  agencies  shall   use   the  following  FPDS 
service   codes   to  monitor  goal   attainment   for  non-nuclear  ship 
repair;    J998    (Ship  Repair (Including  Overhauls  and  Conversions) 
Performed  no  Non-nuclear  Propelled  and  Nonpropelled  Ships  East    of 
the   108th  Meridian)    or  J999    (Ship  Repair    (Including  Overhauls  and 
Conversions)    Performed  on  Non-nuclear  Propelled  and  Nonpropelled 
Ships   West    of   the   108th  Meridian) ." 

The  Final  Policy  explicitly  requires  a  reinstatement  of  small 
business  set  asides  "..if  goal   attainment   for  any  individual  FPDS 
service  code   within  the  architectural   and  engineering  services  or 
non-nuclear  ship  repair  industry  groups  falls  below  35 
percent,  . . ." . 

(3)  OFPP's  Annual  Reports  have  not  reported  a  true  distribution 
of  Federal  contract  dollar  awards  between  the  large  and  small 
business  NNSR  industry  segments.  The  Program's  stated  purpose  was 
to  "Demonstrate  whether  small  businesses  in  certain   industry 
groups  can   compete  successfully  on  an   unrestricted  basis  for 
Federal    contracts, . . ".    We  believe  that  such  determination  can 
only  be  achieved  by  a  fair  accounting  of  the  results  of  the 
competition  between  large  and  small  business  for  Federal 
contracts.  However,  OFPP  interpreted  the  Act  in  a  manner  which 
constrains  the  collection  and  reporting  of  Federal  contract  award 
distribution  data. 
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OFPP  issued  a  memorandum  to  the  participating  agencies  on  March 
26,  1990,  entitled:  "Do's  and  Don'ts  for  the  Small  Business 
Competitiveness  Demonstration  Program".  OFPP  instructed  the 
agencies  to  collect  and  report  the  results  of  the  distribution  of 
Federal  contracts  by  creating  an  artificial  data  collection 
methodology  which  does  not  fairly  represent  the  true  distribution 
of  Federal  contract  dollar  awards  in  the  NNSR  industry  segment. 
OFPP's  memorandum  stated:  "Do  not   report    contracts   resulting  from 
solicitations   issued  prior  to   1/1/89  as  part   of  the  Program",    and 
"Do   not   report   modifications   to   contracts   resulting  from 
solicitations   issued  prior   to   1/1/89  as  part    of  the  Program". 
OFPP's  direction  to  exclude  awards  made  after  1/1/89  resulting 
from  solicitations  issued  before  1/1/89,  clearly  deviates  from 
the  Final  Policy  Directive  which  sets  forth  the  program 
requirements . 

OFPP's  Final  Policy,  Section  V,  "Data  Collection  Requirements" 
requires  that  agencies:  "Distinguish  awards  resulting  from 
solicitations   issued  under   the  Program  from  awards   resulting  from 
solicitations   issued  prior  to  January  1,    1989,    in   the   four 
designated  industry  groups.    A  distinction  must  be  made  between 
contract   actions  awarded  from  solicitations  issued  under  the 
Program  and  contract   actions   awarded  from  January  1,    1989. " 
(Emphasis  added) 

Congress  clearly  intended  "awards"  to  be  the  operative  criteria, 
not  solicitations.   Therefore  agencies  were  required  to  report 
all  awards  of  Federal  contract  dollars  during  each  of  the 
reporting  periods,  and  to  distinguish  between  awards  made  as  a 
result  of  solicitations  issued  prior  to  1/1/89,  and  awards  made 
as  a  result  of  solicitations  issued  after  1/1/89.  However,  OFPP's 
memorandum  interpreted  "solicitations"  as  the  operative  criteria, 
which  caused  the  exclusion  of  many  contracts  and  modifications 
awarded  during  the  reporting  period. 

A  significant  number  of  solicitations,  in  the  NNSR,  SIC  3731, 
FPDS  service  code  J999  industry  segment,  were  issued  before 
1/1/89  and  have  resulted  in  the  bundling  of  contracts  and 
modifications  which  were  awarded  after  1/1/89.  These  contracts 
and  modifications  amount  to  hundreds  of  millions  of  dollars  in 
Federal  awards  to  large  businesses,  which,  as  a  result  of  OFPP's 
direction,  have  not  been  included  in  the  annual  reports.  These 
bundled  contract  awards  will  survive  the  entire  life  of  the 
Program,  and  yet  -  under  OFPP's  guidelines  -  will  never  be 
reported.  The  majority  of  these  unreported  contracts  have  been 
awarded  exclusively  to  large  businesses. 

As  a  result,  OFPP's  annual  reports  are  flawed.  They  have 
concluded,  in  error,  that  small  business  dominates  the  NNSR 
industry  segment.  We  believe  the  agency  has  substantially 
deviated  from  the  intent  of  Congress,  and  that  its  reports  have 
failed  to  indicate  the  true  distribution  of  Federal  procurement 
awards  in  our  industry  segment. 
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SUMMARY: 

The  three  elements  of  the  problem  described  herein,  the  Phased 
Maintenance  Program,  Formal  Source  Selection,  and  the  Small 
Business  Competitiveness  Demonstration  Program  have  combined,  in 
effect,  to  minimize  small  business  ship  repair  opportunities,  and 
to  establish  large  business  set  asides  of  ship  repair  work  in  the 
San  Diego  region.  As  a  result  of  these  elements,  between  1988-92, 
approximately  $322,000,000  in  cost  reimbursable  contracts  were, 
in  effect,  "set  aside"  for  (2)  large  San  Diego  shipyards.  Our 
entreaties  to  the  procuring  agencies  for  relief  have  been  futile. 

Existing  regulations  and  official  policies  currently  allow 
procurement  agencies  to: 

*  Knowingly  establish  or  combine  contract  requirements  which 
exclude  potential  small  business  offerors. 

*  Arbitrarily  evaluate  proposals  to  the  detriment  of  small 
business  offerors,  thus  establishing  a  large  business  bias. 

*  Willfully  disregard  the  intent  of  Congress  regarding  small 
business  participation  in  the  Federal  procurement  process  by 
narrowly  interpreting  Federal  Regulations,  and  thus  restricting 
competition. 

We  believe  Congress  is  the  best  and  only  hope  of  small  business 
to  generate  an  atmosphere  of  trust  and  confidence  in  the  Federal 
procurement  system.  We  are  convinced  the  only  way  to  restore 
fairness  and  equity  to  the  system  is  to  strengthen  current 
regulations  which  affirm  Small  Business  participation.  We  entreat 
this  Committee  to  formulate  legislation  which  will: 

*  Restrain  agencies  from  establishing  procurement  requirements 
which  "knowingly"  exclude  small  business  offerors. 

*  Remove  procurement  loopholes  which  allow  the  arbitrary  use  of 
costly,  subjective,  and  redundant  procurement  methods. 

*  Restore  fairness  and  equity  to  the  Government's  procurement 
system  by  reinstating  the  historical  preference  for  sealed 
bidding  where  appropriate. 

*  Require  agencies  to  proactively  promote  and  support  small 
business  procurement  participation. 

*  Remove  Non-nuclear  surface  ship  repair  from  the  Small  Business 
Competitiveness  Demonstration  Program  until  the  responsible 
agency  properly  reports  the  true  distribution  of  Federal  Contract 
awards  between  large  and  small  businesses  as  required  by  law. 

Thank  you  again  for  allowing  us  to  speak  before  you  today,  I 
would  be  happy  to  answer  any  questions. 
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TESTIMONY  OF 
GAREY  M.  WALLACE 

My  name  is  Garey  M.  Wallace.  I  am  the  founder  and  current 
president  of  NTS  Communications,  Inc.;  a  small  interexchange 
telecommunications  company  headquartered  in  Lubbock,  Texas. 

NTS  was  founded  in  1981  and  commenced  operations  in  April  of 
1982.  Since  that  time  the  company  has  grown  to  serve  many 
thousands  of  retail  customers  in  Texas,  New  Mexico  and  Oklahoma. 
It  also  serves  as  a  "carrier's  carrier"  for  over  40  other 
telecommunications  firms  located  in  every  geographical  region  of 
the  contiguous  48  states. 

NTS  presently  employs  approximately  90  people  at  its  various 
operating  centers  located  within  our  primary  serving  area.  The 
company  maintains  DEX-400  telephone  switching  systems  in  Lubbock, 
Texas;  Dallas,  Texas;  and  Amarillo,  Texas.  These  switches, 
manufactured  by  Digital  Switch  Corporation  located  in  Piano,  Texas, 
encompass  state-of-the-art  digital  technology  and,  together  with 
our  extensive  network,  enable  us  to  provide  our  customers  with  the 
highest  quality  voice,  data,  video,  and  private  line  long  distance 
service  available  anywhere. 

Of  particular  note,  NTS  is  in  the  process  of  completing  a  one- 
of-a-kind  fiber  optic  telecommunications  network  which  will  link 
together  major  cities  located  in  West  Texas,  Oklahoma,  Kansas, 
Colorado,  and  New  Mexico;  with  plans  to  expand  into  Nebraska,  Iowa, 
and  Illinois.   This  network  would  not  have  been  possible  absent  the 
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many  independent  telephone  companies  and  telephone  cooperatives 
that  already  had  fiber  optic  networks  in  place;  but  which  were  not 
tied  together  so  as  to  operate  as  a  single  unit  until  NTS  initiated 
this  process.  This  new  "tied  together"  network  will  serve  to 
provide  a  crucial  North/South  route  through  the  heartland  of  th« 
country.  It  will  also  make  the  existing  Northern  and  Southern 
telecommunications  highways,  through  redundant  networking 
strategies,  much  more  reliable.  Given  the  current  emphasis  on  our 
nation's  need  to  invest  in  new  telecommunications  superhighways  to 
carry  the  United  States  into  the  twenty-first  century,  NTS  is  proud 
that  it  has  been  at  the  forefront  of  this  effort  for  several  years 
now. 

The  same  innovative  strategies  which  have  enabled  NTS  to  excel 
in  the  private  sector  lead  the  company,  in  1989,  to  begin  to  look 
at  the  federal  government  as  a  potential  customer  of  it  services. 
This  decision  ultimately  resulted  in  the  company  bidding  on,  and 
winning,  a  10  year  contract  to  provide  telecommunications  services 
to  the  Federal  Aviation  Administration  ( FAA )  Air  Route  Traffic 
Control  Center  (ARTCC)  located  in  Albuquerque,  New  Mexico.  This 
center  is  approximately  300  miles  from  NTS's  headquarters  in 
Lubbock,  Texas. 

Since  this  initial  award,  my  firm  has  attempted,  with  limited 
success,  to  remain  an  active  and  successful  participant  in  the 
field  of  federal  telecommunications  procurement;  doing  most  of  its 
business  with  the  Defense  Information  Systems  Agency  (DISA)  through 
its  contracting  arm,  the  Defense  Commercial  Contracting  Office 
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( DECCO I .  It  has  been  this  four  plus  year  experience  with 
government  telecommunications  procurement  in  general,  and  NTS '  s 
unique  position  with  regard  to  the  FAA ' s  Albuquerque  ARTCC  in 
particular,  which  has  lead  our  firm  to  speak  out  regarding  the 
negative  impact  of  contract  "bundling"  on  small  businesses. 

It  has  been  NTS's  experience  that  the  federal  government 
consistently  "bundles"  telecommunications  procurements  in  so  large 
a  size  so  as  to  make  it  unrealistic  for  small  interexchange 
carriers  like  NTS  to  compete  for  core  transmission  and  switching 
services.  These  services  comprise  the  vast  majority  of  the  total 
contract  value  of  most  telecommunications  procurements.  Examples 
of  "bundling"  in  the  area  of  telecommunications  include  such 
notorious  programs  as  Federal  Telephone  System  2000  (  FTS  2000  1  and 
the  Defense  Commercial  Telecommunications  Network  ( DCTN ) . 

In  attempting  to  address  the  bundling  issue,  what  readily 
becomes  apparent  to  even  the  most  casual  observer  is  the  difficulty 
one  encounters  in  attempting  to  garner  accurate  anecdotal  evidence 
of  the  problem.  Summarily  stated,  when  a  procurement  is  made  so 
large  that  small  business  interests  are,  by  their  size  alone, 
frozen  out  of  the  opportunity  to  even  bid,  it  is  at  best  a 
difficult  task  for  these  same  small  interests  to  then  assert  that 
a  real  injury  has  in  fact  occurred. 

The  argument  proffered  by  contracting  officers  to  these  small 
businesses  when  they  do  assert  a  loss  generally  approximates  the 
following:  (al  because  it  did  not  bid  on  the  procurement,  the 
injured  small  business  does  not  have  standing  to  attack  the  awarded 
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contract,  and  (b)  even  if  the  injured  small  business  did  have 
standing,  how  can  it  prove  that  it  would  have  been  the  successful 
offeror?"  Accurate  evidence  of  how  bundling  impacts  small  business 
is,  therefore,  difficult  to  obtain. 

NTS  is  unique  insofar  as  contract  bundling  is  concerned. 
This  is  because  my  company  currently  stands  to  lose  a  great  deal  of 
its  current  business  as  a  direct  result  of  the  "bundling"  of  a 
particular  communications  system  that,  in  the  interest  of  economy, 
efficiency,  and  safety,  should  have  been  let  separately. 

During  1987  and  1988  the  Federal  Aviation  Administration  (  FAA ) 
decided  that  it  needed  to  procure  new  telecommunications  services 
for  its  twenty  plus  Regional  Air  Route  Traffic  Control  Centers 
(ARTCC's).  These  geographically  diverse  centers  are  responsible 
for  controlling  critical  cross-country  air  traffic  during  those 
periods  of  time  that  the  planes  are  between  major  metropolitan 
areas.  All  telecommunications  service  for  these  centers  had  in  the 
past  been  provided  by  a  single  vendor;  AT&T.  During  1987  and  1988, 
however,  a  decision  was  made  to  acquire  the  necessary  services  for 
each  center  on  an  individual  center  basis  under  multiple  ten  year 
contracts . 

the  agency  charged  with  letting  the  contracts  was  the  Defense 
Information  Systems  Agency  (DISA).  This  agency  delegated  its 
procurement  responsibility  to  its  contracting  field  office,  known 
as  the  Defense  Commercial  Communications  Office  ( DECCO )  . 

Under  DECCO's  leadership  the  first  two  ARTCC's  which  came  up 
for  bid  were  Boston  and  Denver.   AT&T  won  both  of  these  contracts. 
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The  third  center  to  be  bid  was  Albuquerque.  NTS,  a  small  business 
theretofore  unknown  to  the  FAA,  DISA,  or  DECCO,  was  the  lowest 
bidder  by  far.  In  fact,  while  the  amount  of  the  next  lowest  bid  is 
unknown,  a  high  ranking  AT&T  official  has  stated  that  NTS  had 
beaten  AT&T's  best  price  by  "about  half". 

Accordingly,  NTS  was  awarded  the  10  year,  $7.5  million 
contract.  With  this  accomplishment  NTS  made  telecommunications 
industry  history  by  becoming  the  only  carrier  other  than  AT&T  to  be 
trusted  with  the  all  important  task  of  providing  the  critical 
communications  link  between  air  traffic  controllers  and  skyborn 
aircraft  traveling  throughout  the  Southwestern  United  States. 

In  November  of  1990,  NTS  completed  the  installation  of  service 
at  the  Albuquerque  center.  Since  installation,  it  has  been  the 
steadfast  opinion  of  the  officials  who  work  for  the  FAA ' s 
southwestern  regional  office  that  NTS's  service  has  been  of 
superior  quality.  In  fact,  I  am  proud  to  note  that  on  June  16, 
1993,  the  FAA  presented  NTS  with  a  Certificate  of  Achievement  for 
its  efforts  in  helping  the  FAA ' s  southwestern  regional  office  be 
recognized  by  the  FAA  as  the  1992  Sector  of  the  Year. 

One  of  the  reasons  NTS  has  been  able  to  provide  the  FAA  with 
a  superior  level  of  service  is  the  innovative  network  solution 
offered  to  the  FAA  under  the  original  contract.  This  NTS  designed 
network  allowed,  for  the  first  time  at  any  ARTCC  site,  the  "close 
in  time"  re-routing  of  communications  traffic  in  the  event  of 
circuit  or  equipment  failure.  This  redundant  feature  meant  that  in 
most  cases  it  would  usually  take  only  minutes,  as  opposed  to  hours, 
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to  correct  system  failures.  During  the  first  year  of  the  contract. 
NTS  provided  this  redundant  capability  to  the  government  free  of 
charge . 

When  asked  by  the  FAA  why  it  would  provide  this  unsolicited 
additional  assurance  of  safety  at  no  cost,  I  responded  that  "we 
live  here,  work  here,  and  fly  here  and  consider  it  to  be  in  our 
vital  interest  to  keep  ourselves  and  our  families  safe".  We  have 
always  taken  great  pride  in  the  role  that  we  have  been  allowed  to 
play  in  keeping  our  nation's  air  highways  safe.  In  the  words  of 
the  local  FAA  officials  we  work  with  on  a  day  to  day  basis  in 
performing  our  contract,  "NTS  is  a  pleasure  to  work  with  because 
its  people  don't  make  excuses,  they  just  get  the  job  done". 

Despite  my  firm's  undisputed  high  level  of  service  and  our 
commitment  to  our  alliance  with  the  FAA,  in  1990  NTS  learned  that, 
for  reasons  yet  to  be  adequately  explained,  the  FAA  (apparently  at 
the  urging  of  FAA  officials  in  Washington)  was  no  longer  going  to 
bid  out  the  remaining  ARTCC  centers  on  an  individual  center  basis. 
Instead,  a  new  "bundled"  procurement  labeled  the  "Leased 
Interfaci 1 ity  National  Airspace  Communications  System"  (LINCS) 
would  be  let  to  a  single  vendor  and  this  new  system  would  provide 
nationwide  service  to  all  ARTCC  locations. 

In  short,  the  impact  of  this  news  on  my  firm  was  that  we  would 
not  be  allowed  to  fulfill  the  duration  of  our  contract  with  the 
government  unless  we  could  win  the  MNCS  contract.  The  problem  for 
NTS,  however,  was  that  its  network,  extensive  though  it  may  be,  is 
highly  concentrated  in  the  southwestern  United  States.   It  would 
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have  been  impossible  for  my  firm  to  install  the  physical  plant  and 
facilities  necessary  to  service  all  ARTCC  locations  in  every  corner 
of  the  nation  in  time  to  adequately  service  the  LINCS  procurement 
specifications.  Even  if  this  technical  miracle  could  have  somehow 
been  accomplished,  such  an  endeavor  would  be  prohibitively 
expensive  for  a  small  regional  company  like  ours.  Thus,  in  the 
final  analysis,  NTS  was  forced  to  leave  the  bidding  on  the  LINCS 
procurement  to  its  much  larger  competitors  that  already  had  an 
extensive  national  presence.  Apparently  only  ATiT,  MCI,  and  Sprint 
were  able  to  compete  for  LINCS. 

In  March  of  1992  the  LINCS  contract  was  awarded  to  MCI. 
Shortly  thereafter,  NTS  was  notified  that  "turn-over"  of  the 
Albuquerque  ARTCC  to  MCI  was  scheduled  for  August,  1993.  In  recent 
communications  with  MCI,  this  date  remains  more  or  less  accurate. 
Thus,  less  than  three  years  into  a  supposed  ten  year  contract,  the 
only  small  business  to  ever  be  trusted  by  the  FAA  to  ensure  the 
safety  of  the  communications  link  between  its  air  traffic 
controllers  and  skyborn  aircraft,  will,  through  no  fault  of  its 
own,  be  forced  to  bow  out  in  favor  of  big  business. 

If  the  government  had  not  frozen  out  small  business  by  the 
"bundling"  of  a  procurement  that  could  have  (and  should  have  I  been 
let  in  multiple  parts,  it  is  quite  possible  that  other  regional 
carriers,  and  perhaps  even  NTS,  would  now  be  competently  serving 
numerous  ARTCC  locations  throughout  the  nation.  Had  this  been 
done,  we  could  have  all  hailed  the  FAA  and  its  decision  to  give 
small  business  a  real  chance  to  prove  itself;  a  chance  to  establish 
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a  record  upon  which  future  "unbundled"  procurements  could  have  been 
based.   Unfortunately,  this  has  not  been  the  case. 

As  an  aside,  I  should  point  out  that  the  FAA  contends  that 
LINCS  is  a  safer  and  more  efficient  system.  This  claim  arises  from 
an  FAA  requirement  that  the  system  be  redundant  and  able  to 
immediately  re-route  communications  traffic  in  the  event  of  circuit 
or  equipment  failure.  In  other  words,  the  LINCS  system 
incorporates  the  same  network  "idea"  that  NTS  introduced  to  the  FAA 
for  free  in  1990. 

It  is  additionally  interesting  to  note  that  in  the  field  of 
telecommunications,  the  best  and  most  reliable  type  of  national 
network  redundancy  is  that  provided  by  multiple  carriers  each 
serving  an  independent  geographical  region.  Such  a  configuration, 
if  properly  engineered,  could  have  provided  a  level  of  redundancy 
and  safety  beyond  that  offered  by  LINCS.  Had  the  FAA  asked  us, 
which  they  did  not,  we  would  have  been  happy  to  explain  why  and  how 
this  can  be  the  case. 

Once  frozen  out  of  the  procurement  process  as  a  result  of 
"bundling",  what  remedies  does  a  small  business  have?  My  firm  has 
asked  itself  this  question  for  the  past  two  years  and  decided  that 
the  only  option  available  to  us  (unpalatable  though  it  may  be)  is 
to  attempt  to  subcontract  with  MCI  for  service  at  the  Albuquerque 
and  other  ARTCC  locations. 

NTS,  the  FAA  (through  the  southwestern  regional  office),  and 
others  have  repeatedly  requested  that  MCI  subcontract  with  NTS.  To 
date,  these  efforts  have  borne  little  fruit  and,  therefore,  as  of 
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this  writing  it  is  accurate  to  say  that  small  business  is  on  the 
way  out  and  big  business  is  on  the  way  in,  and  there  seems  to  be 
little  small  business  can  do  to  stop  it. 

My  lawyer  tells  me  that  it  is  the  policy  of  this  nation,  as 
codified  by  the  Small  Business  Act  and  the  Federal  Acquisition 
Regulation  (FAR),  to  aid  and  assist  small  businesses  in  obtaining 
and  executing  procurement  contracts  with  the  double  purpose  of 
insuring  the  continued  existence  of  small  business  concerns  and  of 
providing  a  broad  base  of  capable  suppliers  in  the  event  a  national 
emergency  should  necessitate  the  expansion  of  the  nation's 
productive  capacity.  In  furtherance  of  this  policy,  the  FAR 
provides  for  two  primary  mechanisms  to  aid  "non  8(a)"  firms;  small 
business  set  asides  and  small  business  subcontracting  plans. 

It  has  been  NTS's  experience  that  small  business  set  asides 
are  too  few  and  far  between  to  do  any  real  good  and  that 
subcontracting  plans,  while  worthwhile,  do  not  in  and  of  themselves 
go  far  enough.  Additionally,  oversight  of  prime  contractor 
compliance  with  filed  subcontracting  plans  seems  inadequate. 

With  regard  to  set  asides,  no  program  as  large  as  LINCS  or  FTS 
2000  could  ever  be  made  a  total  small  business  set  aside;  there 
just  are  not  any  small  businesses  that  could  handle  contracts  this 
large.  It  may  be  possible  for  portions  to  be  made  partial  set 
asides,  but  this  is  never  done  in  the  interest  of  achieving 
"economies  of  scale"  and  "efficiency  of  administration".  NTS  would 
assert  that  contract  efficiencies  can  be  achieved  with  smaller 
"economies  of   scale"   than   those  offered   by  our  big   business 
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brethren  and  that  the  added  expense  of  managing  more  contracts 
would  be  more  than  offset  by  the  savings  realized  by  contracting 
with  small  businesses.  As  proof,  NTS  would  offer  its  experience 
with  the  Albuquerque  ARTCC  (where  the  government  would  have  saved, 
were  it  not  for  LINCS,  approximately  $7.5  million  over  10  years). 

With  regard  to  large  procurements,  contracting  officers  seem 
to  rely  almost  exclusively  on  the  effectiveness  of  small  business 
subcontracting  plans.  Typically,  these  plans  provide  for  some 
percentage  of  the  overall  contract  price,  or  at  the  contractor's 
option,  some  cumulative  portion  of  all  government  contracts  held  by 
a  given  contractor,  to  be  purchased  from  small  business  interests. 
The  FAR,  however,  only  requires  that  prime  contractors  make  a  "good 
faith"  effort  to  comply  with  their  subcontracting  plans.  Moreover, 
oversight  by  the  Small  Business  Administration  of  prime  contractor 
compliance  with  these  plans  appears  to  be  cursory  at  best. 

Additionally,  the  FAR  altogether  fails  to  mandate  that 
subcontracting  plans  require  that  a  given  percentage  of  a  core 
service  or  item  be  purchased  from  small  business  interests.  In  the 
telecommunications  field,  the  result  is  the  acquisition  by  large 
prime  contractors  of  items  such  as  food  service,  janitorial 
service,  or  small  equipment  like  modems  from  small  business,  while 
keeping  the  high  technology  core  switching  and  transmission 
business  to  themselves.  I  do  not  mean  to  suggest  that  such  small 
business  purchases  are  inappropriate,  however,  I  would  suggest  that 
these  purchases  do  little,  if  anything,  to  foster  thetype  of  high 
technology  small  business  development  that  is  so  critical  to  the 
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future  prosperity  of  our  nation. 

The  solution  to  the  issues  which  I  have  raised  herein  is,  I 
think,  obvious.  When  at  all  possible,  procurements  should  be  small 
enough  to  confer  upon  small  businesses  an  equal  opportunity  to 
compete.  Accomplish  this  one  task  and,  all  other  things  being 
equal,  small  business  will  achieve  its  fair  share  of  the 
government's  business. 

As  to  how  this  goal  is  attained,  I  would  offer  the  following 
suggestions:  1)  for  the  reasons  stated  above,  the  LINCS  program 
should  be  halted  immediately  and  re-let  in  multiple  awards  to 
different  geographically  diverse  vendors;  (2)  Congress  should  amend 
the  Small  Business  Act  to  (a)  define  what  constitutes  contract 
"bundling",  and  (b)  declare  that  bundling  shall  be  presumed  to  be 
against  public  policy  and  illegal  unless  the  procuring  agency  can 
prove  to  an  independent  third  party  decision-maker  (perhaps  the 
SBA  )  by  evidence  which  is  at  least  clear  and  convincing  that  the 
procurement  in  question  should  be  bundled  due  to  cost  savings  to 
the  government  consistent  with  appropriate  considerations  of 
quality;  and  (3)  the  Federal  Acquisition  Regulation  should  be 
modified  to  provide  that  all  small  business  subcontracting  plans  be 
contract  specific  and  require  the  prime  contractor  to  subcontract 
a  given  percentage  of  its  total  core  government  business  from  small 
bus  inesses . 
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Ronald  Draughon 
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T««tlaony  Pr«s«nt«d  By 

Ronald  Draughon,  Pr«sid«nt 

Dragon  Sarvicaa,  Inc. 

INTRODUCTIOM 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  Is 
Ronald  Draughon  «md  I  am  President  of  Dragon  Services,  Inc.,  (DSI). 
My  brother,  James  L.  Draughon  Jr.,  Is  Vice  President  of  DSI. 
Dragon  Services,  Inc.,  provides  support  services  to  both  Government 
and  private  Industry.  Since  1983,  we  have  successfully  provided 
Pull  Food  Services  to  the  military.  Additionally,  DSI  has  provided 
a  variety  of  support  services  under  contract  to  numerous  Government 
agencies.  I.e.,  mall  and  Information  distribution,  warehousing, 
forms  and  publications  distribution,  operation  and  managesMnt  of 
stores,  hospital  housekeeping,  building  maintenance,  and  ambulance 
services.  Contract  sites  have  ranged  from  California,  Colorado, 
Florida,  North  Carolina,  Ohio,  Oklahoma,  Hew  Jersey,  to  remote 
sites  In  Alaska  and  the  Aleutian  Chain. 

DRAGON  SERVICES,  IMC..  AWARDS  AND  RECOGNITIOM 

♦  Hennessy  Award.  1984.  Chanute  AFB;  Best  managed  and 
operated  Full  Pood  Service  In  the  United  States  Air  Force 
worldwide  In  the  Multiple  Dining  Facility  Category.  At 
Chanute  we  operated  five  full  food  dining  facilities 
feeding  3.2  million  meals  annually,  eq>loylng  250 
employees.  In  addition  to  the  five  dining  halls,  DSI 
operated  a  central  bakery  and  central  prep  kitchen.  DSI 
also  provided  full  equipment  maintenance  and  repair, 
grounds  maintenance  and  transportation  services. 

♦  Curtain  Award  for  Best  Facilities.  1990  to  the  Command  at 
Cheyenne  Mountain;  As  Custodial  Contractor,  Dragon 
Services,  Inc.,  played  an  li^>ortant  role  In  receiving 
this  ward. 

♦  Food  Management  Team.  Fort  Lee,  Virginia;  Dragon 
Services,  Inc.,  contract  managed  and  operated  Pull  Pood 
Facilities,  as  %#ell  as  Dining  Facility  Attendant 
buildings,  were  commended  after  Inspections  In  1989, 
1990,  and  1991  for  performance  and  professionalism. 

♦  Community  of  Excellence  Award  to  Fort  Bragg.  1991.  The 
Food  Service  Program  was  a  key  aspect  of  the  evaluation. 
DSI  •  s  food  service  program  was  rated  high  by  the 
evaluating  team. 
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CONTRACT  OPPORTUNITIIS  FOR  SMALL  BUSIMKSS 

Today,  there  are  fewer  contract  opportunities  for  saall 
businesses.  Military  and  Government  agencies  are  eliminating 
opportunities  from  the  small  business  arena,  and  placing  the  work 
In  the  unrestricted  arena. 

Historically,  contracts  that  have  been  performed  by  small 

business  are  prevented  from  being  solicited  as  unrestricted. 

Contracting  Officers  have  justified  the  removal  of  these  contracts 

from  small  business  set-aside  on  the  following  grounds: 

0  Clumping  general  services  contracts  together  for  a 
Base  Operations  Contract  and  designating  it 
unrestricted 

0  The  Randolph  Shepherd  Act  is  taking  contracts  for 
the  Blind  and  Disabled  that  were  previously  Small 
Business  Set- Aside 

o  Contracting  Officers  sometimes  state  that  "the 
previous  small  business  did  not  successfully 
perform  the  work";  although,  options  were  always 
exercised  and  no  default  notices  given 

0  The  incumbent  contractor  won  the  contract  as  a 
small  business,  but  is  now  a  large  business 

0  The  small  business  size  standard  for  this  work 
under  the  Standard  Industrial  Classification  is  not 
high  enough  to  obtain  a  satisfactory  contractor  who 
can  handle  the  size  and  scope  of  the  contract.  Rot 
enough  qualified  Small  Businesses 

o  We  will  still  have  small  business  as  subcontractors 
to  the  large  business  that  wins 

0  The  solicitation  is  unrestricted  and  anyone  can 
bid;  small  businesses  are  encouraged  to  submit  bids 

The  idea  that  small  business  can  compete  toe-to-toe  in  the 
current  environment  with  large  business  on  Federal  procurements,  is 
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nalv*.  Most  •■all  business  concerns  competing  on  Federal  contracts 
are  grossing  less  than  10  allllon  dollars  annually,  and  those 
grossing  Bore  than  17  Billion  annually  are  not  considered  sn^ll. 
Thus,  large  corporations  that  bid  on  unrestricted  solicitations  are 
not  aultl-mllllon  dollar  firms,  they  are  often  multl-bllllon  dollar 
firms.  It  Is  absurd  to  think  that  Dragon  will  receive  equal 
consideration  on  bid  proposals  when  ARA  of  Flour-Daniels  is  the 
competition.  DSI  had  sales  last  year  of  3.7  million  dollars, 
however  ARA  had  sales  of  5  billion  and  Flour-Daniels  sales  were  6.7 
billion.  Firms  that  DSI  has  competed  with  for  solicitations  and 
lost,  include  Vitro  Corporation  a  division  of  Penn  Central  Railroad 
with  1.7  billion  in  sales,  and  Ogden  with  sales  of  1.5  billion. 

Dragon  Services,  Inc.  is  Known  as  a  very  responsible  and 
respected  contract  firm.  During  the  past  few  years  we  have 
developed  expertise  in  submitting  offers  on  negotiated 
procurements.  We  have  enjoyed  limited  success  on  these  negotiated 
proposals  when  bidding  against  other  small  businesses.  Upon 
evaluation  of  our  bids,  coB^>ared  to  other  small  businesses,  we  have 
always  been  considered  responsive  and  included  in  the  coBq;>etitive 
range  at  Best  and  Final.  It  is  another  story  when  we  have  offered 
on  solicitations  that  were  unrestricted  against  the  like  of  ARA  on 
the  food  contract  for  the  NIEH,  or  Flour-Daniels  on  the  Fort  Bragg 
Military  Family  Housing  Maintenance  contract.  In  each  case,  we 
have  failed  to  pass  technical,  or  not  considered  in  the  competitive 
range.  In  some  cases,  when  contracts  were  awarded,  we  learned  that 
our  bids  were  actually  lower  in  price  than  those  awarded  to  the 
larger  business. 

When  large  corporations  are  on  the  hunt,  the  government's 
evaluation  of  the  proposal  changes.  Contracting  Officers  often 
defend  the  evaluation  by  stating  "the  proposals  are  not  evaluated 
against  each  other,  but  are  evaluated  in  the  blind".  Again,  it  is 
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naive  to  think  the  evaluatora  do  not  know  DSI's  proposal  froa 
Flour-Daniels,  or  any  other  offerors  for  that  matter. 

To  add  Insult  to  Injury,  Contracting  Officers  have  made  aore 
contracts  negotiated  and  cost  plus.  In  a  recent  procuresent, 
experience  with  cost  plus  contracts  was  added  as  an  evaluation 
factor.  When  DSI  was  not  awarded  the  contract,  we  did  an  Inforaal 
survey  to  find  out  who  among  the  offerors  had  cost  plus  experience. 
I  found  only  two  (2).  One  was  the  Awardee.  It  did  not  matter  that 
our  cost  control  system  had  been  reviewed  and  approved  by  the 
Defense  Contract  Audit  Agency,  we  still  did  not  get  credit  on  the 
evaluation.  The  adage  still  holds  true,  "how  can  I  get  experience. 
If  no  one  will  give  me  a  job?" 

Large  businesses  do  not  have  the  experience  problem.  They  do 
have  a  lot  of  experience  doing  an  abundance  of  different  work  on 
cost  plus  contracts.  These  seuae  businesses  are  not  choosey  on  how 
small  or  large  the  contracts.  DSI  once  lost  a  $600,000  Warehousing 
Contract  In  San  Diego  to  Vitro  (a  1.7  billion  dollar  company). 

Procurements  are  Increasingly  solicited  under  a  request  for 
proposal  format.  The  request  for  proposals  require  extensive 
written  presentations  and  cost  proposals.  Offerors,  both  large, 
and  small  must  expend  thousands  of  man-hours  and  sometime  hundreds 
of  thousands  of  dollars  competing  for  these  same  procurements. 
More  often  than  not,  the  procurements  are  awarded  to  large 
businesses.  In  order  for  small  business  to  remain  competitive, 
they  must  hire  proposal  writers.  Large  businesses  have  full-time 
proposal  writers  and  technical  staff  to  support  the  process. 

Negotiated  procurements  provide  the  government  with  an 
unlimited  option  In  determining  why  they  award  contracts,  and  to 
whom  they  are  awarded.  The  veil  the  Contracting  Officer  stands 
behind  Is  seldom  If  ever  lifted.    Debrief  Ings  provided  on 
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unsuccessful  proposals  are  seldoa  helpful.  If  evaluations  are  as 
detailed  in  scope  as  we  have  been  lead  to  believe,  then  the  saae 
detail  should  be  given  in  the  debriefing.  He  have  been  told  by  the 
chainnan  of  the  governnent  evaluation  tean  that  "the  evaluation  is 
like  a  beauty  contest  —  they  simply  thought  the  offeror  selected 
was  better". 

The  quality  of  work  by  a  large  business  is  aore  likely  to  be 
accepted  without  question.  Large  businesses  can  also  position 
themselves  to  take  advantage  of  the  powers  that  be,  i.e.,  the  local 
Post  Headquarters,  the  Pentagon,  and  Capitol  Hill.  The  government 
is  more  likely  to  award  the  contract  for  a  higher  price,  because  of 
the  perceived  value  to  the  government.  Small  businesses  are  taken 
for  granted.  In  many  instances,  the  government  takes  drastic 
action  to  default,  or  debar  the  small  business,  and  is  less  likely 
to  take  the  same  action  against  the  larger  business.  The  larger 
businesses  are  viewed  as  essential  to  national  defense,  whereas 
small  businesses  are  expendable. 

Disagreements  with  the  government  over  interpretations  of 
specifications,  or  the  quality  of  work  are  likely  to  destroy  a 
small  business,  more  so  than  the  larger  business.  Contracting 
Officers  deny  claims  that  force  the  small  business  owner  to  choose 
between  a  prolonged  and  costly  legal  battle,  or  accept  an  Inferior 
settlement  offer.  Small  business  owners  can  not  afford  the  lengthy 
and  costly  claims  process.  More  often  than  not,  the  contractor 
must  accept  the  government's  settlement  offer  at  a  fraction  of  the 
true  value  or  go  bust.  The  interval  for  cases  to  be  heard  at  the 
Armed  Services  Board  of  Contract  Appeals  is  now  2  to  5  years,  and 
Claims  Court  is  2  years.  If,  as  is  often  the  case,  the  small 
business  is  operating  from  contract-to-contract,  it  will  go 
bankrupt  awaiting  a  decision. 
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Large  and  small  business  are  not  treated  equally  In  the 
proposal  evaluation  process.  Most  contracting  officials  view  ssall 
business  as  Inferior  and  troublesome.  This  Is  an  unfair  and 
Inaccurate  assessment.  Contracting  Officers  and  agency  officials 
easily  Identify  large  businesses  by  name,  and  associate  not  only 
the  name,  but  their  corporate  Image  with  quality  and  success.  This 
has  a  very  negative  affect  on  small  businesses  ability  to  compete 
equally. 

Contracting  Officers  and  agency  officials  prefer  bundling 
small  contracts  together  to  provide  justification  for  going 
unrestricted.  The  argument  Is,  this  is  still  fair  to  small 
business  because  It  enables  them  to  obtain  subcontracts  from  the 
larger  business  entity.  The  work  most  often  subcontracted  is 
bothersome  work  and  set-aside  for  small  businesses  by  the 
government.  In  such  cases,  employee  complaints  and  turnover  is 
high.  The  work  usually  consists  of  custodial,  housing  refuse 
collection.  Insect  control,  mess  attendant,  and  grounds 
maintenance. 

Power  Of  The  Incumbent 

Certainly,  there  are  some  inherent  benefits  to  being  the 
incumbent  contractor.  The  benefits  can  often  be  enhanced  by  the 
requirements  of  the  contract,  and  the  evaluation  criteria.  Large 
businesses  usually  benefit.  The  following  list  of  requirements  or 
evaluation  factors  give  added  value  to  being  the  incumbent: 

o  Experience  performing  work  of  a  sisULlar  size  and 
magnitude  (this  can  be  viewed  very  narrowly,  in 
some  cases  can  be  interpreted  to  mean  the 
incumbent) . 

0  Experience  in  cost  plus  contracts  of  a  sisLilar  size 
and  type. 
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o  Requlr*  resuaea  and  l«tt«rs  of  Intttnt  for  all 
■anagement  personnel  Including  first  line  shift 
supervisors  (can  be  100  or  aore  people  on  soae 
contracts ) . 

o  Contracting  Officers  claia  they  do  not  evaluate 
offerors  against  each  other.  They  do,  and  there  is 
nothing  an  unsuccessful  offeror  can  do  since  their 
evaluation  is  locked  in  secrecy  (after  award  as 
well). 


What  Can  Be  Done? 

o  Contracting  officials  aust  be  held  accountable  for 
acts  that  hara  a  contractor.  The  contracting 
officials  ptust  be  responsible  for  review  and 
approval  actions  by  subordinates  who  incorrectly 
adainister  contracts  that  result  in  daaage  to  saall 
businesses. 

o  The  evaluation  process  for  negotiated  procureaents 
Bust  be  reviewed  in  a  tiaely  aanner.  Debrief ings 
are  too  general,  and  should  be  aore  specific. 

o  Disputes  with  the  governaent  should  be  settled  in  a 
tiaely  aanner.  Two  to  four  years  is  not  tiaely. 
The  governaent  and  its  contracting  officials  should 
not  be  allowed  to  weaken  saall  business  to  the 
point  of  settleaent,  or  no  settleaent  siaply 
because  there  Is  a  backlog  in  the  Courts.  The 
backlog  is  used  as  an  excuse  by  contracting 
officials  not  to  settle  and  to  prolong  litigation. 

o  Accountability  by  Contracting  Officers  for  their 
actions . 

Small  businesses  have  lost  a  nuaber  of  contracting 
opportunities  to  large  businesses  as  a  result  of  cluaping  several 
operations  under  one  uabrella,  or  Base  Operations  contract.  DSI  is 
aware  of  Fort  Gordon,  Georgia,  Fort  Leonardwood,  Missouri,  Fort 
Eustis,  Virginia  (Base  Operations  Support  Services),  Fort 
McClellan,  Alabama  (Operation  and  Maintenance),  as  well  as  Fort 
Bragg,  North  Carolina  (Housing  Maintenance). 
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Th«  Fort  Bragg  Military  Housing  Malntenanc*  and  Repair 
contract  was  previously  a  small  business  set-aside  until  the  last 
solicitation.  In  1990  the  Bragg  Military  Family  Housing 
Maintenance  solicitation  waa  placed  unrestricted  and  cost  plus. 
Neither  the  unrestricted,  or  the  cost  plus  were  necessary,  and  were 
not  in  compliance  with  stated  Department  of  Defense  policy  and 
Congressional  mandate. 

If  the  government  can  reasonably  expect  qualified  small 
businesses  to  compete  (2  offerors  are  considered  adequate 
competition),  it  is  supposed  to  set-aside  the  contract  for  small 
businesses.  Contracts  that  have  been  in  the  Small  Business  Set- 
Aaide  are  to  remain  small  business  to  prevent  the  decreasing  of  the 
pool  of  work  available.  Additionally,  service  contracts  and 
contracts  that  have  been  accomplished  are  not  to  be  cost  plus. 
Cost  plus  does  not  guarantee  the  work  will  be  done  in  the  most 
economical  fashion  and  does  create  substantial  economic  and 
administrative  burden  on  both  the  contractor  and  the  government. 
The  Fort  Bragg  Housing  Maintenance  contract  could  not  meet  the  test 
for  unrestricted  or  cost  plus. 

The  housing  maintenance  contract  at  Fort  Bragg  was  bid  on  by 
a  number  of  companies.  Some  of  these  companies  were  small 
businesses,  and  many  large  businesses.  In  the  end,  the  award  of 
the  Bragg  Military  Family  Housing  Maintenance  contract  went  to 
Fluor-Daniels .  DSI  bid  as  a  joint-venture,  was  eliminated  in  the 
review  process,  and  not  permitted  to  submit  a  Best  and  Final. 

In  comparison,  we  also  bid  the  Havy  Family  Housing  Maintenance 
contract  in  San  Diego,  California  which  was  competitive  throughout 
the  process  including  the  Best  and  Final.  The  difference  was,  San 
Diego  was  a  Small  Business  Set-Aside  at  13.5  million.  Incidental 
to  this,  the  first  offeror  selected  for  award  was  FKW  with  a 
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subcontract  to  Ogden  Allied,  which  was  eventually  deesed  large 
business. 

In  summary.  Contracting  Officers  are  in  the  business  of 
putting  small  businesses  out  of  business.  They  are  enamoured  with 
large  corporations,  their  staff  and  attorneys.  This  mind  set  is 
catastrophic  for  small  companies,  and  defeats  the  purpose  of  the 
Small  Business  Set-Aside  Program. 
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PO  BOX  797     •     HWY  41  FAST.  RnJLAVII  LE,  N.C.  ZaSIS    •     TELEPHONE  919-298-5178 

TESTIMONY  OF  KENNETH  GORE,  MANAGER, 
NORTH  CAROLINA  HYDRAULIC  MANUFACTURING 

Mr.  ClMiriran  and  Committee  members,   I  appreciate  the  opportunity 
to  relate  to  you  our  concern.^;  abcjut  the  future  of  small  business  and 
government  contracting. 


I  feel    iL   is  necessary  to  let  yai   know  a   bit  of  history  about 
Wickline  Industries  and  the  comnunity  where  we  are  located.     Wickline 
Industries   is  a    family  owned  and  operated  one  plant  facility.     It  was 
started  in   1976  with  two  employees  and  has  made  slow  growth  over  the 
years  Lo  where  we  employee  abuJt  70,  on  average.     The  plant  is   located 
in  a   srall  town  of  approximately  1150  people  called  Beulaville  in 
Cup]  in  County,  which  is   located  in  the  southeastern  section  of  North 
Carolina.     This  area    is  rural,   farm  oriented,  and  few  other  industries 
are  located  close  by,  except  for  a  sewing  plant  and  a  textile  plant. 
Wickline  offers  the  potential   for  positions  of  skilled  machinist, 
which     wo  recruit   from  the  comminity  colleges.     With  the  diversity 
of  doing  Government  contracts  we  are  able  to  offer  work  to  nearly 
twice  the  number  of  employees  that  we  can  utilize  doing  our  private 
sector  nenufacturina. 

In  the  private  sector,  wc  are  a  custom  house  for  several  OEMs, 
(original  equipment  rranufacturers)   for  which  we  produce  hydraulic 
cylinders.     These  cylinders  are  used  on   fork  lifts,  car  lifts, 
cranes,  and  dump  bodies  for  trucks,     ^tost  of  these  OEMs  compete 
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in  the  world  rrurkpt  and  t.tiui  when  Lheir  sales  are  up,  so  are  ours; 
Ujt  when  their  sales  cire  down  we  are  wor'king  with  a   few  days  of  work 
wondering  if  wo  will  receive  enough  orders  to  rake  it  through  the 
week. 

In  1985.  WG  started  looking  into  the  possibility  of  bidding  on 
Government  contracts.     We  looked  at  this  as  a  means  to  diversify  our 
ranufacturing  and     enable  us  to  secure  work  that  would  last  us  for 
several  months  at  a  time.     Wo  never  wanted  to  be  dependent  on  Kovernmfent 
contracts  but  instead  look  to  them  as  a  way  to  supplement  our  private 
sector  production.     Today,  this   is  still  our  objective;     to  be  able 
to  compete  for  Government  contracts  so  that  we  may  supplement  our 
private  sector  work  and  keep  jobs  available  in  our  commjnity  for 
those  employees  who  have  worked  with  us  on  past  contracts  over  the 
years.     We  have  specifically  looked  for  metal     parts  which  would  be 
compatible  to  our  equipment,  knowledge  and  capabiHties.     We  found 
that  we  had  to  modify  and  improve  various  procedures  from  accounting 
to  quality  control  in  order  to  meet  the  necessary  requirements  of 
Government  contracts.     We,  as  numerous  other  small  companies,  made 
these  changes  at  some  expense.     For  us  the  biggest  change  was  in 
our  quality  program  and  it  was  also  the  most  expensive.     Today, 
we  have  one  of  only  3  or  4     quality  programs   in     eastern  North 
Carolina  which  has  an  approved  Mil-Q-9858  and  SPC  program.     This 
was  necessary  for  us  to  be  able  to  obtain  the  Government  contracts 
as  a  prime  contractor.     Also  as  the  Government  requirements  change 
with  time  it  is  necessary  for  us  to  implement  those  changes. 
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Over  the  past  several  ypars  we  have  rranufacturecl  various   items 

on  Government  contracLs  from  hydraulic  cylinders  to  aluminum  towbars 
for  ground  maintenance  to  met^  1  parts   for  explosive  projectiles  used 
during  Desert  Storm.     However,  our  primary  interest  is  in  the  met)  1 
picirts  for  practice  rounds  such  as;  2.75  inch,   105MM,     81MM,  and  SOm. 
These  arc  of  the  size  and  configuration  thai  works  well   in  our  plant. 
Over  t.hc  last  six  years  we  have  produced  over  a  million  various  com- 
ponents for  practice  projectiles,  plus  we  have  never  had  any  rejections 
for  any  of  these  components.     Now,  there  appears  that  numerous  of 
these  projects  are  in  the  process  of  being  rearranged  so  that  Ihcy 
will  not  be  available  for  open  competitive  bids.     Allow  me  to  give 
a   few  examples  of  which  wc  have  been  directly  effected. 

The  first  long  running  contract  we  were  awarded  was  for  the 
practice  round  of  the  M1b6,  white  phorphais,  ;?.75  inch  metal   parts. 
Prior  to  air  contract  in  1987   it  liad  been  a   sole  source  item.     The 
Government  was  paying  about  $21.00  each  for  tho'part.     Wickline 
sold  this  item  to  the  Government  for  $16.75  each,  and    we  were 
able  to  bid  since  this   item  was     for  some  reason  realigned  so 
that  it  was  put  out  for  competitive  bids.     This  was  a  good  job 
us  and  for  the  210,000  parts  we  produced  the  Government  saved 
approximately  $1,000,000.00  over  what  the  sole  source  was  selling 
the     item.     We  have  since  had  two  more  contracts  on  this  item  and 
have  been  able  to  maintain  tfie  cost  at  $16.75.     This,  as  well  as 
several  other  2.75  inch  rounds  can  bo  produced  by  srrall  business 
buch  as  ours;  but  many  of  these  items  are  now  being  tied    up  in 
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complete  systems  buys;  such  as  the     Hydra  70.     These  system  buys 
contain    all  the  componeriLs  for  the  complete  rocket.     Because     of 
the  large  diversity  of  i")artsand   amount  of  initial  capital   in  would 
require  to     start  up  a  contract  this  size,     it  prohibits  small   Ixjs- 
iness  from  being  able  Lo  compete.     These  system  buys  usually  go  to 
big  business,  who    are  either  mobilisation  bases  or  have  been  pre- 
approved  for  the  item.     Most  often  the  solicitation  will   come     out 
restricted  Lo  those  companies.     This  process  elminates  small   business 
from  contributing  in  the  process  even  though  they  rmy  have  the  cap- 
abilities to  produce  one  or  more     of  Iho  component  parts  that  rrake 
up  ttie  complete  round. 

Another  item  we  have  been  Involved  with  is  the  81MM  M879  metal 
fiart.     We  were  awarded  a  contract  m  1988,  when  it  was  out  for  open 
competitive  bids.     Two  contracts  after  that  were  awarded  to  a  company 
in   Israel  which  were  on  open  competitive  bids.     Theo  in  1992,  when  the 
solicitation  came  out  it  was  restricted  to  two  US  mobilization  teses. 
Even  though  we  had  successfully  nBnufactured  121.000  units   in   1988 
and  1989  we  were  not  a  mobilipation  base  and  therefore  our  bid  was 
not  accepted.     We  did  protest  the  restriction  and    sent  in  a  bid. 
The  response  to  our  protest  dated  July  23.   1992  is  attached  as  ex- 
hibited A.     Briefly  it  states  that  the  determination  was  that  it 
was  necessary  to  put  the  practice  round  with  the  tactical   round  at 
the  mobilization  base  to  help  support  it  since  the  number  of     tactical 
rounds  was  reduced.     However,  even     though  this  sounds  logical,  by 
AMC's  own  numbers  which  are  stated  in  the  3rd  paragraph  of  page  2, 
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the  104,000  practice  rounds  rmde  up  about  2  days  of  work     for  thpm, 
based  on  Llie  rates  given.     )t  dees  not  ^eem  that  a  few  days  or  even 
one  weeks  amount  of  work  would  be  mjch  of  a    factor  in  sustaining  a 
base.     That  same  104,000  units  to  a   srmll   business  would  represent 
approxirately  8-10  months  of  work  and  to  a  small     company  tfiat 
is  a    large  amount     of  work.     This  same  situation  is  relevant  to  the 
60MM.     Fven  though  we  have  not  been  awarded  a  contract  for  the  60MM, 
we  fiave  in  the  post  biddcd  on  some.     Lately  they  have  nearly  all   been 
set  aside  for     sole  soiirce  or  mobi  J  i/.ation  bases. 

These  examples,  as  well     as  the  numerous  listings  in  the 
Commerce  Business  Daily,  show  a   trend  that  as  there  are  reductions 
in  the  quantities  that  the  Government  is  f.)urchasing,  the  more  it 
seems  that  they  i}rc  desiginated  as  sole  source  or  mobilization 
bases  only.     This  trend  elminates  those  of  us  in     sitb  11   business 
from     participating  in  the     process.     V/e  know  from  our  past  exper- 
iences that  we  can  compote  and  produce  quality  jxirts  when  given 
the  opportunity.     We  also  are  aware  and  agree  that  there  are 
numerous  items  of  such  a  complex     nature  that  they  should  be  set 
aside  for  the  industries  that  have  the  unique  expertise  to  produce 
those  items.     But  we  do  think  that  on  the  other  items  of  a  non- 
complex  nature,  that  can  be  produced  in  numerous  facilities  across 
the  country;     that  these  items  should  come  out  on  open  bid,  always 
and  not  be  switched  back  and  forth  from  mobilisation  base  one  time 
and  then  competitive  open     bids  the  next.     When  this  is  done  none  of 
the  rranufacturcrs,   large  or  small,  know  whore  they  stand  or  how  to 
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plan  for  the  future.     Small  business  must  work  to  and  meet  the  same 
drawing  and  specification  requirements  as  a   large  txisiness  doing 
the  item.     We,  as  .small   businesses,  dre  not  seeking  any  special 
consideration;  just  the  opportunity  to    be  considered. 

Thank  you   for  your  invitation  to  relate  our  concerns  on  this 
subject     of  small  business  and  Government  contracting. 
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and  th«  Uimansions  of  th«  rounds  are  slightly  differont,  the 
practice  round  would  b«i  uaed  to  maintain  th«  production 
capability  of  tha  tactical  round  mobilization  base  producers, 
Futurt»  procuraa*nta  of  th$  tactical  round  are  judged  to  b« 
inouf f iclent  to  adequately  protect  tha  mobilization  bdaa. 
Because  of  the  eimllaritiea  btetwenn  the  practice  round  and  tha 
tactical  round,  it  wat*  decided  to  usa  the  practice  round  to 
vorkload  the  tactical  round  aobilizfttlon  base. 

The  practice  round  iu  a  critical  itara  with  »obAli?«tlon 
reguirnments  provided  by  the  Marine  Corps  in  January,  X991. 
Because  a  solicitation  uelng  full  and  open  coapwtition  had  been 
iyeued  on  Dsc«iabar  7,  iyi*0  prior  to  notice  from  the  Marine  Corpa, 
it  was  decldttd  to  continue  with  the  lull  and  open  compatitiva 
solicitation.   It  was  awoirdv^d  on  June  10,  1991  to  Soltam,  Ltd,  an 
luruell  firm.   Now,  though,  becauue  of  the  ne«d  to  maintain  the 
tactical  round  mobiliatation  taae,  it  hae  become  necessary  to  use 
tha  practice  round  to  euotain  the  base.   This  action  is  in 
oonaonance  witli  the  object  of  «n  Induotrial  mobilization 
acquisition,  which  is  to  ©alntain  the  capability  of  particular 
produccru  for  uk«  in  case  of  a  national  emergency  or  induntrial 
inobilitatlon.   iLy_ff._.N':^gnQVOx  El<?s'tr9Piff  Svatenia  CgnmaQYi  rgrrant.j 
Tii(;hn<,'lQaleiJl.    Inc..  B-247316.2;  b-247316.3.  May  28,  1992,  92-1 
Cl'D  

The  currant  requirement  io  for  79,654  practicu  rounds.   The 
mobilization  requlrMjaunt  for  the  practice  round  its  104,148  and 
the  mobilization  requirement  tor  the  tactical  round  ia  5,448,000. 
The  rate  for  one  ohift  at  eight  houra  a  day  for  five  days  la 
277,200;  therefore,  the  quantity  recfuired  for  thie  eolicltation 
reflects  approximately  three  luonthi*  of  production.  At  the 
present  time  we  have  no  tactical  roundo  in  production;  therefore, 
the  addition  of  the  practica  roundo  to  the  tactical  round 
mobilization  baae  ia  needed  to  euetain  the  baae.   If  future 
requlremente  develop  above  thooe  needed  to  Bu«tain  the  baee, 
thoao  requiremcnttt  will  be  filled  by  competitive  acqulsitlona. 

In  my  review  of  the  documentation  and  facts  «iurroundiny  thiw 
dociiiion,  I  do  not  believe  that  the  Head  of  the  Contracting 
Activity  haB  afcuaed  Jiic  discretion  even  though  tha  tactical  round 
will  eventually  be  replacod.   The  United  Statea  haa  completed 
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acquisition  ot   th«  British  81  mo  tactical  round,  821/889.   The 
contract  for  thoaa  tactical  rounds  requires  d^llvaries  by 
December,  1993.   1  not«  that  there  ia  ali*o  a  solicitation  for  a 
n«w  81  run  tactical  round,  tha  h9e3/M9e4,  iaaudd  by  th«  Ua  Army 
Aniittment  Reiiawrch,  D«v*lopiriiint  and  Enginw»ring  center.   The 
Kolicittttion,  DAAA21-02-R-0027,  ia  reotricted  to  Unit.*d  States 
and  Canadian  titrm»,      T^e  closing  data  for  rocalpt  of  propotala 
watf  July  22,  iy92.   Navorthelaas,  until  a  new  tactical  round  ic 
fully  integrutod  into  our  oyati?m,  which  will  taKe  at  leaftt 
anoth«»r  two  years,  thu  ncGd  to  maintatn  our  mobilization  base  for 
the  (ixiotlng  tactical  round  in  not  diininiehed, 


Ww  deny  the  pioteat. 


.sincerely, 

RQBliBT  B.  MACFARIANE 

HQ,  AMC  Protest  Dacloion  Authority 


Copy  turnlHnedJ 


AMCCOM  Legal  office 
AMCCOM  Contracting  Officer 
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